I

03018955

waR 2 8 T00%

THOMSON
FINANCIAL




orovwth starts with solutions

\—/ -
-

As of ar for the year ended December 31, (dollars in thousands, except per share datal 2002 % change 2001 % change

FOR THE YEAR

Total revenues 541,115 140% s 474,590 29.1% $ 367,618
Realized losses on investments 14,879 15,878 25,960
Change in amortization of unearned revenue reserve (82) 218 138

Net realized losses 14,797 16,096 26,098
Operating revenues $ 555,912 133 $ 490,686 24.6 $ 393,716
Net income applicable to common stock $ 46,331 26.8 $ 36,543 (6.8) H 39,197

Realized losses on investments 14,879 15,878 25,960

Change in amortization of:
Deferred policy acquisition costs (867) (2,297) (1,635)
Value of insurance in force acquired (1,170) 76 (255)
Unearned revenue reserve (82) 218 138
Income tax offset ‘ (4,467) (4,856) (8,473)

Net realized losses 8,293 9,019 15,735

Cumulative effect of change in accounting for derivative instruments - (344)

Gain on sale of discontinued operations - - (600)
Operating income applicable to common stock $ 54,624 208 $ 45,218 (16.8) $ 54,332
Net statutory premiums collected (1) $ 1349378 1008 $ 672,097 1148 $ 312,854
Return on equity 18% 130 6.9% (11.5) 7.8%
Operating return on equity, based on securities at cost 100 12.4 8.9 (11.0) 10.0
AT YEAR-END
Assets $ 6,799,449 208% 5 5,629,189 52.0% § 3,704,046
Weighted average common shares outstanding — assuming dilution (in thousands) 28,169 11 27,867 (9.5) 30,800
Stockholders’ equity $ 661,363 16.9 $ 565,793 18.7 5 476,803
Unrealized depreciation (appreciation) on fixed maturity

and equity securities available for sale (203,113) (75,876) 22,982
Change in amortization of:

Deferred policy acquisition costs 44,494 5,561 (2,202)

Value of insurance in force acquired 8,914 8,954 (271)

Unearned revenue reserve (804) (257) 180
Provision for deferred income taxes 52,678 21,566 (7,241)
Proportionate share of net unrealized investment losses of equity investees 2,686 688 7,796
Adjusted stockholders’ equity, securities at cost $ 566,218 7.6 § 526,429 5.7 $ 498,047
Per Common Share Data:

Earnings per common share — assuming dilution $ 1.64 252% 8 1.31 3.1% s 1.27

Operating carnings — assuming dilution 1.94 19.8 1.62 (8.0) 1.76

Book value, securities at market 237 155 20.53 18.3 17.35

Book value, securities at cost 20.28 6.2 19.10 5.4 18.13

(1) Includes premiums collected from annuities and universal life-type products. For GAAP reporting, these premiums received are nat reported as revenues.
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FBL’s impressive growth in 2002 was driven by our relationships
with other companies and the financial services solutions that
we provide to our customers, From life insurance to annuities to
mutual funds and more, we provide our clients with the financial security
and insurance coverage they need. In 2002, we completed the revision,

repricing and reintroduction of every product in our life portfolio. These
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positive changes created excitement in our agency force and resulted in
increased sales from our core distribution of Farm Burcau agents. On top
of that, our sales increased due to the two significant coinsurance agreements
that we entered into in 2001. We will continue to offer a wide range of life
insurance, annuity and investment products to meet the diversified needs

of consumers in both our rural and metropolitan markets.

FBL PROFILE

FBL Financial Group is a holding company whose primary operating
subsidiaries are Farm Bureau Life Insurance Company and EquiTrust Life
Insurance Company. We underwrite, market and distribute life insurance,
annuities and mutual funds to individuals and small businesses. We also
have various support operations, including investment advisory, leasing,
marketing and distribution services, that complement our core life insurance
and investment operations. In addition, we manage all aspects of three Farm
Burcau affiliated property-casualty insurance companies for a management
fee. Our three-pronged growth strategy includes 1) internal growth within
our traditional Farm Bureau distribution network, 2) alliances and relationships

with other companies and 3) consolidations. We are traded on the New

York Stock Exchange under the ticker symbol FFG.

We at FBL Financial Group understand that everyone’s situation is different, which is why we
offer a variety of life insurance and investment products to fit our customers’ specific needs.
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From a baby's first steps to
retirement, FBL provides insurance

and investment solutions to meet the
diversified needs of its customers.
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Each individual throughout the FBL organization shares a
common vision and passion for service. Collectively, our nearly
2,000 exclusive agents plus our dedicated employee workforce exemplify
our vision statement and fulfill it every day in their values and actions:
Building on the values of our rural heritage, we can be trusted as a reliable and

competitive provider of insurance and investment services. From a setting where
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business has long been conducted on a handshake, we have developed a reputation, which

we cherish and will protect ... a reputation based on honesty, integrity and fair dealing.
Our agents and employees proudly represent FBL’s sound business

practices and strong corporate values. As we progress on our journey,

we will continue to work hard, to be honest and to be forthright.

show hore with G

FBLs products and services provide strength
and stability to hundreds of thousands of
individuals, families and husinesses in the
Midwest and West. .

Craig Lang is Chairman of FBL Financial Group and also President

other companics.

Federation. FBL's largest subsidiary, Farm Bureau Life Insurance Company, was originaily created to
serve the niche marketplace of farmers. Since that time, FBL has grown into a financial services enterprise
with exclusive Farm Burcau distribution in 15 states serving a target market of over 750,000 Farm Bureau

member families. FBL also serves consumers in metropolitan areas plus has alliances and relationships with

of the lowa Farm Bureau
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We are focused on our growth strategy of 1) internal growth
within our traditional Farm Bureau distribution network,
2) alliances and relationships with other companies and

3} consolidations, This targeted three-pronged approach, which

has remained essentially unchanged since we went public in 1996, uses

financial discipline as the foundation. This strategy has proven successful
during the nearly six and a half years that FBL has been public: the
organization’s assets have more than doubled and statutory premiums
collected have increased over five-fold. Going forward, our plans and

focus will remain on our successful growth strategy.

INTERNAL GROWTH

Our first and most important strategy is growth from our core
distribution system of nearly 2,000 exclusive agents in 15 Midwestern
and Wostern states, tarm Burcau agents ~ our core distribution system
selH B products exclusively in the Midwestern and Western
regions ot the United States. These agents, who are located in both
rural and mictropolitan arcas, are multi-line agents. They sell both
property-casualty insurance products and life insurance axd investment

products under the barm Burcau Financial Services braad,

FBL'S CORE MARKET TERRITORY

RSN

T
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i

Farm Bureau life products Farm Burean Life products avaitable
available and FBL manages the

property-casualty operations

ALLIANCES AND RELATIONSHIPS WITH OTHER COMPANIES

Our second growth strategy focuses on our desire to share resources
and leverage expertise with other companies through alliances, We
currently have eight variable alliances that provide our partners with
competitive variable products, brand-labeled for them if they choose,
and we share with them in the profits of the business. We also have
two significant coinsurance agreements under which we take on
business written by other companies. These alliances give us additional
growth and economies of scale, In 2003, we will focus on expanded

distribution and new target markets.

FBL FINANCIAL GROUP ALLIANCE PARTNERS

American Equity Investment National Travelers Life

Life Insurance Company** Company*

Berthel Fisher and Company* Southern Farm Burcau Lifc

Insurance Company*

COUNTRY Life Insurance

Company* United Farm Family Lifc

Insurance Company*

Farm Bureau Life Insurance

. . “Variable Alliance

Company of Missouri*
**Variable Alliance and

. Coinsurance Agreement
Modern Woodmen of America* 8

CONSOLIDATIONS

We have a long and successful history of being a consolidator among Farm
Burcau affiliated insurance companies and have grown over the years from
a singh‘ state Farm Burcau company to an operation with 15 corc states
in the Midwest and West. We continue to pursue our consolidation
strategy and believe there should be further consolidation within the
Farm Burcau nctwork of insurance companies. We are also secking
non-Farm Burcau consolidation partners which would complement our

current operations and add value for our sharcholders.

FBL - A LEADER IN CONSOLIDATING FARM BUREAU OPERATIONS

Eight Farm Burcau consolidations in the last 16 vears

Most recent - Kansas Farm Burcau I ife acquisition January 1, 2001, and
Farm Bureau Mutual merger with two single-state Farm Burcau

property-casualty insurers effective January 1, 2003

Secking non-Farm Burcau consolidation partners

et
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FBL's positive performance in 2002 was driven by successful execution of its growth strategy. Pictured left to right from the top are associates who provide investment product support to FBLs
agents and alliance partners: Pam Smith, Tim Stiles, Julie McGonegle, Kelley Frisch, Charles Gaughan, Russ Tigges, Jodi Winslow, Doug Harrisan, Kory Moothart and Mike Kisely.



In 2002, FBL progressed on all fronts by increasing its visibility
as a financial services solution, producing strong sales in our
core distribution system and continuing to grow via alliances with
other companies. Unlike many in the industry, our exposure to the
volatile equity markets is relatively small as the majority of our business

is tied to our traditional life insurance and annuity products.

S2¢,000

POLICYHOLDERS
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DIRECT LIFE INSURANCE
IN FORCE

In accordance with our belief that there should be further consolidation
within the Farm Bureau network of companies, Farm Bureau Mutual,
which we manage, announced the merger with its Nebraska and Kansas
counterparts. That merger was effective January 1, 2003, and we are now
managing the property-casualty operations in Kansas and Nebraska,

expanding our managed property—casua]ty operations to Cig]’lt states.

JoAnn Rumelhart
Executive Vice President

ADDITIONAL ALLIANCE PARTNER

SHG/ N
NMillicini

PREMIUM IN 2002

Jim Noyce
Chief Financial Officer

958

INVESTMENT GRADE FIXED
INCOME SECURITIES

John Paule
Chief Marketing Officer

EXCLUSIVE FARM
BUREAU AGENTS

209

ALLIANCE PARTNER REGISTERED
REPRESENTATIVES
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(1) Excludes net realized gains {losses! on investments, gain on sale of discontinued operations and cumulative effect of change in accounting for derivative instruments.

{2) Based on securities at cost,

INVESTMENT YIELD FBL 2002 STOCK PRICE PERFORMANCE
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FBL INVESTMENTS BY TYPE = $5.4 billion OWNERSHIP OF FBL FINANCIAL GROUP = Class A common stock
o, 1.9% 2%

90%3.3£ Fixed maturities 7% <7 Farm Bureau affiliated entities

. etk : = L
4.7% i s Residential mortgage-backed Institutional sharehalders
’ ' and other asset-backed i

\ ) 25% . Retail shareholders
N } .3 Commercial mortgage-backed

FBL employees and directors

- | 40.7% /
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3 Policy loans :
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40.8% Equity securities and other
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LETTER TO SHAREHOLDERS

20"
2002 OPERATING INCOME
PER COMMON SHARE
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2

2002 RETURN ON

OPERATING EQUITY Bill Oddy

Chief Executive Officer

FBL Financial Grnup, inc.

Dear Sharenclders,

FBL Financial Group had a terrific 2002, with significant

— ~

- 7 N ST

B EREANT N
- ‘/’/

increases in all key financial indicators, most notably a 20 percent

increase in operating income per share.
2002 TOTAL ASSETS

CONTINUITY DRIVES GROWTH

Our successes in 2002 demonstrate the strength of our
e defined strategy of growth through our core distribution,
alliances and consolidations. This strategy, which has been
'{\Pﬂ ?7 in place for several years, uses financial discipline as the
foundation. We continue to be aggressive in pursuing growth
2002 STOCK PRICE opportunities, but conservative in our business practices with a
focus on being fair and forthright. In 2002, we also benefited

L from our relatively minimal exposure to the volatile equity
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LETTER TO SHAREHOLDERS

{CONTINUED)

markets, as the majority of our business and earnings continues

to come from our traditional products.

STRONG 2002 LED BY CORE DISTRIBUTION

Our strong 2002 results were led by an impressive 30 percent
increase in sales from our core distribution system of nearly
2,000 exclusive agents in 15 Midwestern and Western states.
In addition to increased consumer demand for annuities, we
attribute our better-than-industry performance to the changes
we made to our product portfolio. Every product in our life
portfolio has been revised, repriced and reintroduced within
the last two years. These changes received a lot of attention
and created excitement within our agency force.

Our challenge in 2003 is to grow the number of agents
we have in our Farm Bureau distribution system, recognizing
that the cultivation and growth of this very important
distribution channel is the foundation of our success. We
intend to address this challenge through enhanced recruiting
and training programs.

Within our core marketing territory, we are also having
measurable success at increasing awareness of the Farm Bureau
Financial Services brand. Our current “Think you know us,
Think again” advertising campaign reinforces our image as a
financial services solution for a broad range of customers in

both rural and metro markets.

ALLIANCE STRATEGY ADDS TO SCLID FOUNDATION

We are proud of our loyal niche customer base and top-notch

exclusive agency force, but we recognize that we are limited

geographically with our Farm Bureau niche market. Therefore,
we continue to seek growth opportunities via our second
growth strategy of alliances and relationships with other
companies. We currently have eight variable alliance partners
and two significant coinsurance agreements, with 2002
marking the first full year of our coinsurance agreements

with American Equity Investment Life Insurance Company
and National Travelers Life Company, and the kickoff of
production by our variable alliance partner, Modern Woodmen
of America. In 2002, these alliances and coinsurance agreements
accounted for $873 million of our collected premiums, with
the American Equity and National Travelers Life Company
coinsurance agreements contributing $0.10 and $0.15,
respectively, to our 2002 operating earnings per share.

We believe tremendous potential remains for this growth
strategy, and in 2003 our challenge is to broaden the distribution
of our subsidiary EquiTrust Life Insurance Company by
introducing the EquiTrust brand in new markets, distribution

sources and territories.

FARM BUREAU MUTUAL MERGER

Effective January 1, 2003, our affiliate, Farm Bureau Mutual
Insurance Company, merged with the Farm Bureau affiliated
property-casualty insurers in the states of Kansas and Nebraska,
Pursuant to an administrative services agreement, FBL will
continue to manage Farm Bureau Mutual. We expect this merger
to have many positive implications for FBL, including greater
economies of scale due to the sharing of costs with a larger

property-casualty enterprise and increased cross—selling
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opportunities in Kansas and Nebraska. Most importantly,
this merger is consistent with our philosophy that further
consolidation within the Farm Bureau network of companies,
whether it be mutual property-casualty companies or stock
life insurance companies, simply makes sense from every
stakeholder’s viewpoint.

We believe that there should be further consolidation of
Farm Bureau companies due to the similarity of their businesses
and cultures. In addition to Farm Bureau opportunities, given
the right set of circumstances, we will pursue other insurance
companies that would be a compatible fit for FBL and seek
opportunities that would increase our public float. However,
we do not expect significant activity in this area in 2003 given

current market conditions.

2002 WAS A DIFFICULT YEAR FOR CORPORATE AMERICA

As an insurance company with a large investment portfolio, we
suffered our share of investment losses because of companies that
lied and misled their investors. This put a strain on our investment
yield, but we still earned a very respectable 7.19 percent.
These scandals have been horrible, but have brought about

new rules and positive changes in the equity markets and in
Corporate America, many of which have been needed for a long
time. Because of these new laws and regulations, we at FBL
have additional financial statement certifications and paperwork.

However, we do not have to change what’s important — our

corporate culture of doing what’s right — honesty, integrity and

fair dealing have long been hallmarks of our organization.

QUTLOOK - CONTINUED GROWTNH AMEAD

As we look to the future, we expect 2003 will be another great
year. We will continue to implement our defined and proven

growth strategies of internal growth, alliances and consolidations.
Sincerely,

WILLIAM J. ODDY
Chief Executive Officer
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FBL FINANCIAL GROUP, INC.
NYSE: FFG

FARM BUREAU LIFE INSURANCE CO. FBL FINANCIAL SERVICES, INC.

THREE PROPERTY-CASUALTY
COMPANIES UNDER FBL MANAGEMENT*

SIX FINANCIAL SERVICES

EQUITRUST LIFE INSURANCE CO. SUBSIiDIARIES

* FBL Financial Group racaives ¢ management fee from these companies. Underwriting results do not impact FBL Financial Group’s results from continuing operations.

DISTRIBUTION SOURCES FOR FBEL FINANEIAL BROUR, INE.

FARM BUREAU LIFE
INSURANCE CONPANY

EQUITRUST LIFE
INSURANCE COMPANY

VARIABLE ALLIANCE
PARTNERS

AMERICAN EQUITY
INVESTMENT LIFE
INSURANCE COMPANY

NATIONAL TRAVELERS
LIFE COMPANY

FBL'S MANAGED PROPERTY-

CASUALTY OPERATIONS

DISTRIBUTION

1,990 exclusive Farm Bureau agents

Specially appointed EquiTrust agents

Registered representatives of FBL's
eight alliance partner companies

41,396 independent agents

2,500 independent agents

Farm Bureau Mutual Insurance
Campany

Western Agricuitural Insurance
Company

KFB tnsurance Company, Inc.

PRODUCTS

A comprehensive line of life insurance,

annuity and investment products

A comprehensive line of iife insurance,
annuity and investment products

Variable annuities
Variable universal fife insurance®

* Spacific products dependent
on alliance agreement with each
partner company

Traditional annuities
Equity-indexed annuities

Traditional and universal life insurance
Traditional annuities

A full line of personal and
commercial property-casualty
insurance products

GEOGRAPHIC TERRITORY

15 Midwestern and Western states

Licensed in 44 states. Products
approved in 38 states,

45 states

4§ states

42 states

lowa, Minnesota, South Dakota,
Utah, Arizona, New Mexica.
Kansas and Nebraska added in
2003 as a result of a mutual merger
of three companies.

CONTRIBUTION

This is FBL's core distribution
channel; the source for the majority
of our business.

The EguiTrust direct channel is
under devejopment and does
nat yet contribute significantly to
revenues ar earnings.

Dependent on the alliance agree-
ment with each partner company,
FBL receives 50% or more of the
risks, costs and profits of the
variable business sold by its
variable afliance partners.

FBL assumed 70% of certain
American Equity annuity contracts
issued from August 1 through
December 31, 2001, through a
coinsurance agreement. In addi-
tion, FBL coinsures 40% of new
business issued in 2002 and 2003.

FBL assumed 30% of NTL's life
and annuity business effective
May 1, 2001, through a coinsur-
ance agreement. [n addition, FBL
coinsures 50% of NTL's new life
and annuity business.

FBL receives a management fee
fram these companies and
achieves greater economies of
scale by sharing overhead and
comman services. Underwriting
results do notimpact FBL's resufts
from continuing operations.




2002 ANNUAL REPORT & FORM 10-K o Pg 13

O G
/\\‘/ /\\/"\ ]J 1‘/ o

A

T
i | AN
.‘_L__; PR /\\/ / <N ‘\\y \‘/
/
P Y
S / 7

2002 OPERATIONAL REVIEW
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In 2002, FBL Financial Group, Inc. was the recipient
of the Better Business Bureau of Central lowa’s
Integrity Aw Award in recognition of our ommp\ '

business practices.

L
sl

We arc especially proud of this award, as integrity has
always been the hallmark of FBL's operations and
approach to business. We have always honored our

vision statement of honesty, integrity and fair dealing.
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2002 OPERATIONAL REVIEW

(CONTINUED!}

HISTORY OF FBL FINANCIAL GROUP, 1XIC.

The FBL heritage spans more than 60 years and centers on a
deep-rooted commitment to serving the needs of the heart-
land’s rural and small-town families. Though originally formed
to offer specialized service to rural Farm Bureau members, the
breadth and scope of products and services have grown. Today,
FBL serves thousands of families in metropolitan areas, suburbs
and rural communities, and as of December 31, 2002, had
assets totaling $6.8 billion and direct life insurance in force

exceeding §30 billion.

FARIM BUREAU AGENTS - CUR CORE DISTRIBUTION

Farm Bureau agents — our core distribution system — sell FBL
products exclusively in the Midwestern and Western regions of
the United States. These agents, who are located in both rural
and metropolitan areas, are multi-line agents. They sell both
property-casualty insurance products and life insurance and
investment products under the Farm Bureau Financial Services
brand. We believe that having multi-line agents enhances our
ability to develop a more comprehensive relationship with our
customers and increases our ability to cross-sell our life insur-
ance and investment products to the pool of Farm Bureau
property-casualty customers. We believe that the merger of
our managed affiliate, Farm Bureau Mutual, with its Kansas
and Nebraska counterparts on January 1, 2003, will lead to
greater cross-sell opportunities in Kansas and Nebraska,
Historically, our cross-selling success has been greater in the
states where we manage the agency force. Following the merger,
we now manage the agency forces in Kansas and Nebraska via

our management of Farm Bureau Mutual.

SERVING A WICHE MARKET

Our core target market consists primarily of farmers, ranchers
and rural and suburban residents, many of whom are Farm
Bureau members. This target market represents a financially
conservative and stable customer base. The persistency rates for
our products exceed industry averages, as there is a great deal of

customer loyalty to Farm Bureau in our core target market.

CORE DISTRIBUTION GROWTH IRITIATIVES

In addition to a new and updated portfolio of life insurance
and investment products, we have several initiatives that
are focused on increasing life insurance and annuity sales
within our core distribution system. These initiatives include
enhanced agent training and the use of life specialists and
wholesalers. We continue to emphasize agent productivity
through our professionalism program. This program
challenges agents to examine the way their business is
structured and how they spend their time. It encourages
agents to hire assistants, allowing them more time to spend
on direct client contact.

Our life and investment specialist program continues to
drive increases in life insurance and annuity sales. These life
specialists are hired by a multi-line agency manager to work as
a resource within the agency for life and investment sales. The
specialists help agents with cross-selling techniques and client
needs analysis. In addition to these specialists, we have
wholesalers who are responsible for increasing variable product
and mutual fund sales within their own territory, and are
available for agency training and case analysis support. Growth

in sales of our variable products in 2002 was substantially
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stronger than the industry’s, due in large part to our expanded
wholesaler system. Along with the life and investment specialist
program, our wholesaler system has been instrumental in
developing life and annuity sales from our multi-line agents.

In 2003, we plan to continue to increase the number of

wholesalers and specialists.

HIGH-QUALITY INVESTMERT PORTFOLIO

An experienced group of internal professionals manages our
investment portfolio. In addition to managing the assets of FBL
Financial Group, our investment professionals also provide
investment advisory services for the investment portfolios of
our EquiTrust mutual funds, affiliated property-casualty insurance
companies and private individuals, FBL's investments at
December 31, 2002, totaled $5.4 billion, an increase of $1.1
billion from year-end 2001. This increase is primarily the
result of strong annuity sales by our core distribution and our
coinsurance agreement with American Equity Investment Life
Insurance Company. Our investment strategy is designed to
achieve superior risk adjusted returns consistent with our
philosophy of maintaining a largely investment-grade portfolio
and providing adequate liquidity. We continually review the
return on our invested assets and change the mix of our
investments as deemed prudent under the current market
environment to help maximize current income. For 2002,
this strategy produced a return of 7.19 percent.

We consider our investment portfolio to be fairly conservative.
As of December 31, 2002, 95 percent of our fixed income
securities were invested in investment-grade securities. We

diversify our investments by individual issue, industry and asset

class and have 31 percent of our investments in corporate
bonds and 45 percent in mortgage- and asset-backed securities.
Despite the turmoil in the marketplace, we continue to have
confidence that the credit quality of our portfolio remains high.
Additionally, our investment portfolio has limited exposure

to the equity markets with $22 million, which is less than

1 percent of total investments, invested in equity securities.

SPREAD AMD ASSET-LIABILITY MANAGEMENT

For a majority of our traditional insurance products, profitability
is significantly affected by the spreads between interest yields
on investments and rates credited on insurance liabilities.
Therefore, changes in our investment portfolio yield and
crediting rates can have a significant impact on our operating
results. An Asset-Liability Committee, comprised of our top
financial, investment, actuarial, marketing and operations
personnel, meets at least monthly to review the spreads carned
on our products. Our crediting strategy uses current portfolio
yields to analyze whether current crediting rates are appropriate.
Crediting rates are also analyzed from a competitive standpoint
by comparing our rates with rates charged by our competitors
on like products. As market interest rates declined during
2002, we made several crediting rate decreases, and are
currently meeting target spreads on virtually all our products.
We are well known for providing a sense of security to
our policyholders. A key to this security is knowledge that
our assets will be available when the need arises. In order to
maintain sufficient liquidity to meet the needs of our policy-
holders, we segment our asset portfolio by principal lines

of business. Each asset segment is evaluated in relation to the
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2002 OPERATIONAL REVIEW

(CONTINUED)

liabilities in the segment to help create a proper match between

assets and liabilities.

CAPITAL ANAGEMEXT

When we went public in 1996, we were significantly overcapi-
talized, and we focused on managing our capital base in order
to increase our return on equity. We had numerous stock
repurchases and other capital transactions, and our recent
coinsurance transactions also utilized some of our capital. Our
capital will be further impacted over the next three years as
we redeem or refinance the Series C preferred stock that we
issued in conjunction with our acquisition of Kansas Farm
Bureau Life Insurance Company. Recognizing that we have
deployed the majority of our excess capital, we continue to
proactively manage our capital base, but we do not expect any
significant repurchases or other capital transactions absent an
acquisition or major restructuring. If needed, we have the ability

to increase the leverage in our balance sheet with additional debt.

CORPORATE GOVERNANCE

More than six decades ago, FBL was founded on the principles
of honesty, integrity and fair dealing. We were founded in an
era and a place where business was conducted on a handshake,
and we value the reputation we’ve built, Our organization
continues to grow and change to meet the evolving needs of
our customers, as well as to achieve our business goals. Even as
this growth continues, we believe that it is as important today

as it was six decades ago that we maintain unquestionable

corporate standards, We choose to encourage and maintain
standards that go beyond the letter of the law, but include the
spirit of the law as well.

In 2002, our Board of Directors created a Corporate
Governance Task Force. Their responsibility includes reviewing
and analyzing the impact on FBL of the new regulations enacted
by the New York Stock Exchange, Securities and Exchange
Commission and Sarbanes-Oxley legislation. While these new
regulations do not require significant changes on our part, they
do require us to formalize many practices that were previously
regularly performed, but are now documented in a more
structured manner. One example is the establishment of a
CEO/CFQ certification committee for the certification of
FBL’s financial statements. This committee consists of accounting,
actuarial, legal, investment and operations personnel, as well as
CEO Bill Oddy and CFO Jim Noyce. Among the responsibilities
of this committee is the review of all significant assumptions,
judgments and estimates that impact our financial results.

This group is also responsible for reviewing our internal control
and disclosure control environment. Another example of our
commitment to corporate governance is our decision in

2002 to begin expensing stock options in 2003. We estimate
that the impact on our 2003 earnings will be less than $0.01
per share. We made the decision to expense options as our
small part in helping to restore investor confidence in the UL.S.

capital markets.
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Partl
ftem 1. Business
General

FBL Financial Group, Inc. (we or the Company) sells universal life, variable universal life and traditional life
insurance and traditional and variable annuity products. These products are principally marketed through a core
distribution force consisting of approximately 1,990 exclusive Farm Bureau agents in the midwestern and western
sections of the United States. Our variable universal life and variable annuity products are also marketed in other
states through alliances with other life insurance companies and a regional broker-dealer. In addition to marketing
our products through these channels, we also assume business through reinsurance arrangements with other
companies.

Our volume of business in force increased significantly during 2002 principally due to the assumption of equity-
indexed and fixed annuity business through a reinsurance agreement with American Equity Investment Life
Insurance Company (American Equity). During the fourth quarter of 2001, we entered into a coinsurance agreement
with American Equity whereby we assumed 70% of certain American Equity annuity business issued during the
period from August 1, 2001 to December 31, 2001. In addition, we agreed to assume 40% of certain American
Equity annuity business issued during 2002 and 2003. Collected premiums assumed as a result of the American
Equity agreement totaled $837.9 million in 2002 and $280.0 million in 2001 (excludes $138.7 million relating to
business assumed that was issued during the third quarter of 2001). In addition, business in force increased during
2002 due to strong sales of fixed annuity contracts within our core Farm Bureau distribution network.

FBL Financial Group, Inc. was incorporated in Iowa in October 1993. Our principal insurance subsidiaries are Farm
Bureau Life Insurance Company (Farm Bureau Life) and EquiTrust Life Insurance Company (EquiTrust). Farm
Bureau Life commenced operations in 1945 and EquiTrust commenced operations in 1998. Several of our
subsidiaries support various functional areas of the Company and affiliates, by providing investment advisory,
marketing and distribution, and leasing services. In addition, we manage all aspects of three Farm Bureau affiliated
property-casualty insurance companies (Farm Bureau Mutual Insurance Company, Western Agricultural Insurance
Company and KFB Insurance Company, Inc.). Effective January 1, 2003, Farm Bureau Mutual Insurance Company
(Farm Bureau Mutual) merged with its Nebraska and Kansas counterparts and we are now managing the property-
casualty operations in Kansas and Nebraska, expanding our managed property-casualty operations to eight states.

Investor related information, including electronic versions of periodic reports filed on Forms 10-K, 10-Q, and 8-K
may be found on our Internet web site at www.fblfinancial.com. We post these periodic reports to the web site on
the same day they are filed. Product related information may be found on our web site www.fbfs.com.

Business Strategy

We have a three-pronged growth strategy that consists of (1) internal growth within our traditional Farm Bureau
distribution network, (2) alliances and relationships with other companies and (3) consolidations. Our growth
strategies are detailed below:

Growth Strategy #1 — Internal growth within our traditional Farm Bureau distribution network.

We are focused on growing our core business, which comes through our Farm Bureau distribution network, through
new product introductions, sales initiatives and cross selling oppoertunities. In 2002 we completed the revision,
repricing and reintroduction of every product in our life portfolio. These changes resulted in increased sales from
our core distribution: of Farm Bureau agents. We remain committed to offering competitive and state-of-the-art
products and features.

In addition to a new and updated portfolio of life insurance and investment products, we have several initiatives that
are focused on increasing life insurance and annuity sales within our core distribution system. These initiatives
include enhanced agent training and the use of life specialists and wholesalers. We continue to emphasize agent
productivity though our professionalism program. This program challenges agents to examine the way their




business is structured and how they spend their time. It encourages agents to hire assistants, allowing them more
time to spend on direct client contact.

Our life and investment specialist program continues to drive increases in life insurance and annuity sales. These
life specialists are hired by a multi-line agency manager to work as a resource within the agency for life and
investment sales. The specialists help agents with cross-selling techniques and client needs analysis. In addition to
these specialists, we have wholesalers who are responsible for increasing variable product and mutual fund sales
within their own territory, and are available for agency training and case analysis support. Growth in sales of our
variable annuity products in 2002 was substantially stronger than the industry’s, due in large part to our expanded
wholesaler system. Along with the life and investment specialist program, our wholesaler system has been
instrumental in developing life and annuity sales from our multi-line agents. In 2003 we plan to continue to increase
the use of wholesalers and specialists.

We have opportunities to increase our sales through cross selling life insurance products to Farm Bureau members
who already own a property-casualty policy issued by Farm Bureau affiliated property-casualty companies. For
example, in the six-state region where we manage the affiliated property-casualty insurance company and related
field force (Arizona, Iowa, Minnesota, New Mexico, South Dakota and Utah), approximately 24% of the Farm
Bureau members own at least one of our life products, 67% own at least one Farm Bureau property-casualty product
and approximately 20% own both. The merger of our managed affiliate, Farm Bureau Mutual, with its Kansas and
Nebraska counterparts on January 1, 2003, should lead to greater cross-sell opportunities in Kansas and Nebraska.
Historically, our cross-selling success has been greater in the states where we manage the agency force. Following
the merger, we now manage the agency forces in Kansas and Nebraska via our management of Farm Bureau
Mutual.

Growth Strategy #2 — Alliances and relationships with other companies.

Our alliance partner strategy began as variable product alliances with us providing our partner companies with
competitive variable products, brand-labeled for them if they chose. With this strategy, we obtain access to
additional distribution systems and our parters are provided with access to variable products without developing the
infrastructure and know-how to underwrite and administer the business. Through coinsurance agreements, we share
in the underwriting results. Since December 1998, we have developed variable product alliances with the following
companies:

American Equity Investment Life Insurance Company
Berthel Fisher & Company

COUNTRY Life Insurance Company

Farm Bureau Life Insurance Company of Missouri
Modern Woodmen of America

National Travelers Life Company (NTL)

Southern Farm Bureau Life Insurance Company
United Farm Family Life Insurance Company

Variable sales by our alliance partners are generally underwritten by EquiTrust, but may be underwritten by our
alliance partner. With respect to our alliances with insurance companies, the risks, costs and profits of the business
are shared, generally on an equal basis, through reinsurance arrangements. For all of our alliance partners, we
perform various administrative processing and other services with respect to the variable business written.

Our alliance strategy has been expanded to include other types of relationships with partner companies. In addition
to the significant coinsurance agreement with American Equity, during 2001 we entered into a coinsurance
agreement with NTL under which we assumed 90% of NTL’s traditional life, universal life and annuity business in
force. We are also assuming 50% of NTL’s traditional life, universal life and annuity business issued on an ongoing
basis.

We believe this strategy has significant growth potential from several perspectives and continue to look for
additional ways to leverage our product expertise and market our products through non-traditional channels.




Growth Strategy #3 — Consolidations.

Our third growth strategy is growth of our operations via consolidations. Consolidations expand our distribution
systems, generate top-line revenue growth and provide us with a larger base over which to spread our fixed
operating costs. These items, in turn, put us in a better position to offer competitive products and to invest in the
infrastructure necessary to stay competitive in the maturing life insurance industry.

We have a long and successful history of being a consolidator among Farm Bureau affiliated insurance companies

and have grown over the years from a single state Farm Bureau company to an operation with 15 core states in the
Midwest and West. In addition to our 2001 acquisition of Kansas Farm Bureau Life Insurance Company, we
acquired Utah Farm Bureau Life Insurance Company in 1984, Rural Security Life Insurance Company in 1993 and
Western Farm Bureau Life Insurance Company in 1994. Effective January 1, 2003, Farm Bureau Mutual, which we
manage, announced the merger with its Nebraska and Kansas counterparts. We believe, as a publicly held company,
we are well positioned to be the consolidator of choice among Farm Bureau companies should the opportunity arise.

We are focused on being a consolidator in the Farm Bureau network of insurance companies and, given the right set
of circumstances, with other insurance companies that would be a compatible fit for FBL. We also continue to seek
out consolidation opportunities that would increase our public float. As we seek to grow our operations via
consolidation, we will only look at opportunities that are beneficial to our shareholders.

Marketing and Distribution

Market Area

Qur sales are principally conducted in the following core Farm Bureau marketing territory: multi-line states (we own
the Farm Bureau affiliated life company and manage the Farm Bureau affiliated property-casualty company) -
Arizona, Iowa, Kansas, Minnesota, Nebraska, New Mexico, South Dakota and Utah; and life only states (we own
the Farm Bureau affiliated life company only) - Colorado, Idaho, Montana, North Dakota, Oklahoma, Wisconsin
and Wyoming. Kansas and Nebraska were life only states, but became multi-lines states effective January 1, 2003
with the merger of their respective Farm Bureau property-casualty companies into Farm Bureau Mutual. In addition
to this core marketing territory, our variable alliance partners market throughout the United States.

Our core target market consists primarily of farmers, ranchers, rural and suburban residents and related individuals
and businesses. We believe that this target market represents a relatively financially conservative and stable
customer base. Many of our customers are self-employed individuals who are responsible for providing for their
own insurance needs. Their financial planning needs tend to focus on security, primary insurance needs and
retirement savings. The persistency rates for our products exceed industry averages, as there is a great deal of
customer loyalty to Farm Bureau in our core target market.

Affiliation with Farm Bureau

Many of our customers are members of Farm Bureau organizations affiliated with the American Farm Bureau
Federation, the nation's largest grass roots farm and ranch organization with over 5.3 million member families. In
order to market insurance products in a given state using the "Farm Bureau" and "FB" designations and related
trademarks and service marks, a company must have permission from the state's Farm Bureau federation.
Generally, these marketing rights have only been granted to companies owned by or closely affiliated with Farm
Bureau federations. For each of the states in our core Farm Bureau marketing territory, we have the exclusive right
to use the "Farm Bureau" name and "FB" logo for marketing products in those states.

All of the state Farm Bureau federations in our core marketing area are associated with the American Farm Bureau
Federation. The primary goal of the American Farm Bureau Federation is to improve the financial well being and
quality of life of farmers, ranchers and other rural residents through education and representation with respect to
public policy issues. There are currently Farm Bureau federations in all 50 states and Puerto Rico. Within each
state, Farm Bureau is generally organized at the county level. Farm Bureau programs generally include policy
development, state and national lobbying activities, leadership development, speaker corps, media relations, crime
prevention, marketing clubs, women's activities, young farmers activities, promotion and education activities.
Member services provided by Farm Bureau vary by state but often include newspapers and magazines, theft and




arson rewards, eye care programs, accidental death insurance, credit card programs, computerized farm accounting
services, electronic inforration networks, feeder cattle procurement services, health care insurance and financial
planning services.

The American Farm Bureau Federation may terminate our right to use the "Farm Bureau" and "FB" designations in
all of our states (i) in the event of a material breach of the trademark license that we do not cure within 60 days, (ii)
immediately in the event of termination by the American Farm Bureau of the state Farm Bureau’s membership in
the American Farm Bureau or (iii) in the event of a material breach of the state Farm Bureau federation’s
membership agreement with the American Farm Bureau Federation, including by reason of the failure of the state
Farm Bureau to cause us to adhere to the American Farm Bureau Federation's policies. Each state Farm Bureau
federation in our trade territory could terminate our right to use the Farm Bureau designations in that particular state
without cause subject to a notification requirement that ranges from 60 days to 30 years, depending on the state.

We believe our relationship with Farm Bureau provides a number of advantages. Farm Bureau organizations in our
current territory tend to be well known and long established, have active memberships and provide a number of
member benefits other than financial services. The strength of these organizations provides enhanced prestige and
brand awareness for our products and increased access to Farm Bureau members.

Our life insurance products are currently available for sale to both members and non-members. Property-casualty
products sold by the property-casualty insurance companies affiliated with Farm Bureau are generally only available
for sale to Farm Bureau members. Annual Farm Bureau memberships in our core marketing territory generally cost

- $24 to $112 and are available to individuals and families who are farmers and ranchers, and to the general public as
well.

To facilitate our working relationship with state Farm Bureau organizations, the Presidents of the state Farm Bureau
federations in our core marketing territory serve on our Board of Directors. Each state Farm Bureau federation, or
its assignee, benefits from its relationship with us through receipt of royalties. The royalties paid to a particular
federation are based on the sale of our products in the respective state. For 2002, royalty expense totaled
approximately $1.5 million.

We have marketing agreements with all of the Farm Bureau property-casualty companies in our core marketing area,
pursuant to which the property-casualty companies develop and manage an agency force that sells both property-
casualty products for that company and life products for us. We pay them a fee for this service in the nature of an
overwrite commission based on first year life insurance premiums and annuity deposits. The overwrite commissions
are generally equal to one-third of the first year commissions paid to the agent. In 2002 overwrite commissions
totaled $7.2 million.

Our Advisory Committee, which consists of certain executives of Farm Bureau property-casualty insurance
companies in our marketing territory, assists us in our relationships with the property-casualty organizations. The
Advisory Committee meets on a regular basis to coordinate efforts and issues involving the agency force and other
matters. The Advisory Committee is an important contributor to our success in marketing products through our core
distribution system.



Exclusive Agency Force — Core Marketing Territory

Our life insurance, annuities and sponsored mutual funds are currently marketed throughout our core marketing
territory by an exclusive Farm Bureau force of approximately 1,990 agents and agency managers. We have a
written contract with each member of our agency force. The contracts do the following:

specify and limit the authority of the agents to solicit insurance applications on our behalf;

describe the nature of the independent contractor relationship between us and the agent;

define the agent as an exclusive agent limited to selling insurance of the types sold on our behalf, or for certain
products, on the behalf of other insurance companies approved by us;

allow either party to immediately terminate the contract;

specify the compensation payable to the agents;

reserve our ownership of customer lists; and

set forth all other terms and conditions of the relationship.

Sales activities of our agents focus on personal contact and on cross selling the multiple lines of products available
through Farm Bureau affiliated companies. Agents' offices are often located in or serve as the Farm Bureau office
for their community. We believe that Farm Bureau name recognition and access to Farm Bureau membership leads
to additional customers and cross selling of additional insurance products.

Our agents are independent contractors and exclusive agents. In the multi-line states where we manage the Farm
Bureau affiliated property-casualty company, our agents are supervised by agency managers employed by the
property-casualty companies which are under our direction. There are approximately 1,200 agents and managers in
our multi-line states, all of whom market a full range of cur life insurance products and our mutual funds. These
agents and agency managers also market property-casualty products for the property-casualty companies that we
manage.

In our life only states, our life insurance products and sponsored mutual funds are marketed through agents managed
by the property-casualty company affiliated with the Farm Bureau federation of that state. These agents, of which
there are approximately 790, market our life and mutual fund products on an exclusive basis and market the
property-casualty products of that state's affiliated property-casualty companies. Agents as well as agency managers
in our life only states are independent contractoss.

As of December 31, 2002, essentially all of the agents in our multi-line states were licensed with the National
Association of Securities Dealers (NASD) to sell our variable life and annuity products and sponsored mutual funds.
With the merger of Farm Bureau Mutual with its Kansas and Nebraska counterparts effective January 1, 2003, we
are emphasizing the training of agents for NASD licensing in those two states and in our life only territories, where
approximately 76% of the agents are NASD licensed.

We are responsible for product and sales training for all lines of business in our multi-line states, and for training the
agency force in life insurance products and sales methods in our life only states.

We structure our agents' life products compensation system to encourage production and persistency. Agents
receive commissions for new life insurance and annuity sales and service fees on premium payments in subsequent
years. Production bonuses are paid based on the volume of new life business written in the prior 12 months and on
premium payments in the first three years after new business is written. Production bonuses allow agents to increase
their compensation significantly. Persistency is a common measure of the quality of life business and is included in
calculating the bonus to either increase or decrease (or even eliminate) the production bonuses earned, because we
are willing to pay added incentives for higher volumes of business only as long as the business is profitable. In
2002, approximately 38% of agent compensation in our multi-line states was derived from the sale of life and
annuity products.

The focus of agency managers is to recruit and train agents to achieve high production levels of profitable business.
Agency managers receive overwrite commissions on each agent's life insurance commissions which vary according
to that agent's productivity level and persistency of business. During the first three years of an agent's relationship
with us, the agent's manager receives additional overwrite commissions to encourage early agent development.




Early agent development is also encouraged through financing arrangements and, at the option of the agent, the
annualization of commissions paid when a life policy is sold.

We have a variety of incentives and recognitions to focus agents on production of quality life insurance business.
Some recognitions are jointly conducted with the property-casualty companies. These programs provide significant
incentives for the most productive agents. Approximately 9% of our agents qualify for our annual incentive trip.

Agent recruiting, training and financing programs are designed to develop a productive agent for the long term. The
one-year agency force retention rate for 2002 in our multi-line states was approximately 86%. Retention of our
agents is enhanced because of their ability to sell life and property-casualty insurance products, as well as mutual
funds.

Agency Force — Alliance Partners

Our variable alliance partners have 2,709 registered representatives that are licensed to sell variable products under
our agreements with them. Among our partners with exclusive agency forces, the number of these agents licensed
to sell variable products has grown steadily from 3% at December 31, 1998 to approximately 32% at December 31,
2002. Our partners continue working with their other agents to license them to become registered representatives.
These alliance partners have incentive programs, like ours, to promote the sale of life insurance and annuity
products. The agents earn credit for these incentives by selling our variable products. Our variable product alliance
partners are responsible for managing and training their own agency force. We provide each partner with assistance
on how to train their agents in the sale of variable products.

In addition to our variable product alliances, we assume new traditional life, universal life and traditional annuity
business written by NTL and traditional and equity-indexed annuity business written by American Equity. NTL has
approximately 2,500 independent agents and is licensed in 42 states. American Equity has approximately 41,400
independent agents and is licensed in 46 states. American Equity does not currently emphasize the sale of variable
products.

Segmentation of Qur Business

Management analyzes operations by reviewing financial information regarding products that are aggregated into
three product segments. These segments are (1) traditional annuity, (2) traditional and universal life insurance and
(3) variable. We also have a corporate and other segment that consists of the following corporate items and
products/services that do not meet the quantitative threshold for separate segment reporting:

investments and related investment income not specifically allocated to our product segments;

interest expense and minority interest pertaining to distributions on trust preferred securities;

accident and health insurance products, primarily long-term disability income insurance;

advisory services for the management of investments and other companies;

marketing and distribution services for the sale of mutual funds and insurance products not issued by us; and
leasing services, primarily with affiliates.

See Note 13 of the notes to consolidated financial statements and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Segment Information” for additional information regarding our
financial results by operating segment.




Traditional Annuity Segmemnt

We sell a variety of traditional annuity products through our exclusive agency force in our core marketing territory.
In addition, we assume annuity business from NTL and American Equity. The traditional annuity segment consists
of traditional and equity-indexed annuities and supplementary contracts. Traditional and equity-indexed annuities
provide for tax-deferred savings and supplementary contracts provide for the systematic repayment of funds that

accumulate interest. The following table sets forth our annuity premiums collected for the years indicated:

For the year ended December 31,

2002 2001 2000 1999

(Doliars in thousands)
Traditional annuity:

First year - individual $ 133,832 % 67,721 § 28372 § 31471 32,638
Renewal — individual 59,870 35,692 13,853 19,440 19,137
4,322 3,539 2,730 1,227 1,022

198,024 106,952 44,955 52,138 52,797
4,735 1,819 136 190 22,034

Reinsurance assumed — American Equity 837,925 280,016 -

Total traditional annuity, net of reinsurance.. $1,040,684 $ 388,787 $ 45,091 $ 52328 § 74,831

Coliected traditional annuity premiums increased in 2002 due to an increase in the popularity of these products. The
popularity of the products can be attributed to an uncertain equity market environment and the products’ competitive
interest crediting rates. Collected traditional annuity premiums during 2001 increased $48.6 million as a result of
the acquisition of Kansas Farm Bureau Life. The coinsurance of in force business from NTL on May 1, 2001 and
American Equity on October 1, 2001 is excluded from the above table. At the inception of the coinsurance
agreements, related waditional annuity reserves totaled $114.2 million for the NTL business and $138.7 million for
the American Equity business. For our direct annuity premiums collected in our core Farm Bureau market territory,
premiums collected in 2002 are concentrated in the following states: Kansas (44%), Iowa (25%) and Oklahoma
(8%).

Fixed Rate Annuities

We offer annuities that are generally marketed to individuals in anticipation of retirement. We offer traditional
annuities principally in the form of flexible premium deferred annuities that allow policyholders to make
contributions over a number of periods. For traditional annuity products, policyholder account balances are credited
interest at rates that we determine. Approximately 45% of our existing individual direct traditional annuity business
based on account balances is held in qualified retirement plans. To further encourage persistency, a surrender
charge against the policyholders' account balance is imposed for early termination of the annuity contract within a
specified period after its effective date. After a number of years, the annuitant may elect to take the proceeds of the
annuity either in a single payment or in a series of payments for life, for a fixed number of years, or for a
combination of these options.

In addition to flexible premium deferred annuities, we also market single premium immediate annuity (SPIA) and
single premium deferred annuity (SPDA) products. These products feature a single premium paid when the contract
is issued and interest crediting similar to other traditional annuities. Benefit payments on SPIA contracts begin
immediately after the issuance of the contract and, for SPDA, are similar to our other traditional annuity products.

Approximately 29.0% of the annuities that we have assumed from American Equity are fixed rate annuities. These
annuities are structured much like our own flexible premium deferred annuities with the exception that the American
Equity fixed rate annuities are “bonus” products. The initial crediting rate on these products specifies a bonus
crediting rate ranging from 1% to 7% of the annuity deposit for the first policy year only. After the first year, the
bonus interest portion of the initial crediting rate is automatically discontinued, and the renewal-crediting rate is
established. Generally, there is a compensating adjustment in the commission paid to the agent to offset the first
year interest bonus. In all situations, an acknowledgment from the policyholder is obtained upon policy issuance
that states that a specified portion of the first year interest will not be paid in renewal years.




Equity-Indexed Annuities

Approximately 71% of the annuities that we have assumed from American Equity are equity-indexed annuities.
Equity-indexed annuities allow purchasers to earn investment returns linked to equity or bond index appreciation
without the risk of loss of their principal. The underlying indexes include the S&P 500, the Dow Jones Industrial
Average, the NASDAQ 100, the Russell 2000 and the Lehman Aggregate Bond Index. These products allow the
purchaser to transfer funds once annually among the indexes and a traditional fixed rate strategy. The products
require annual crediting of interest and an annual reset of the applicable index on the contract anniversary date. The
computation of the annual index credit is based upon either a one year point-to-point calculation (i.e., the gain in the
applicable index from the beginning of the applicable contract year to the next anniversary date) or a monthly
averaging of the index during the contract year. We do not assume any “multi year point-to-point” products that
credit interest only once over a period of several years.

The equity-indexed annuity contract value is equal to the premiums paid plus annual index credits based upon a
percentage, known as the “participation rate,” of the annual appreciation (based in some instances on monthly
averages) in a recognized index or benchmark. The participation rate, which American Equity may reset annually,
defines the policyholder’s level of participation in index gains each year. The participation rate generally varies
among the products from 65% to 100%. Some of the products also have an “asset fee” ranging from 1% to 4%,
which is deducted from the interest to be credited. The asset fees may be adjusted annually by American Equity,
subject to stated maximums. In addition, some products apply an overall maximum limit, or “cap,” on the amount
of annual index credits the policyholder may earn in any one contract year, and the applicable cap also may be
adjusted annually subject to stated minimums. The minimum guaranteed contract values are equal to 80% to 100%
of the premium collected plus interest credited at an annual rate of 3.00% on a cumulative basis.

Through American Equity, we purchase one-year call options on the applicable indexes as an investment to provide
the income needed to fund the amount of the annual appreciation required to be credited on the equity-indexed
products. New one-year options are purchased at the outset of each contract year and the cost of the options
represents our cost of providing the index credits. American Equity has the ability to manage the cost of the options
primarily through adjustments to participation rates, asset fees and caps, except in cases where the minimum
guarantees would prevent further adjustments. Call options are purchased weekly based upon new and renewing
equity index account values during the applicable week, and the purchases are made by category according to the
particular products and indexes applicable to the new or renewing account values. Any gains on the options at the
expiration of the one-year term offset the related index credits to the equity-indexed contract holders. If there is not
a gain on the option, the policyholder receives a zero index credit on the contract.

After the purchase of one-year call options and payment of acquisition costs, we invest the balance of assumed
equity-indexed premiums as a part of our general account invested assets. With respect to that portion of the equity-
indexed account value allocated to an index crediting strategy, our spread is measured as the difference between the
aggregate yield on our invested assets, less the aggregate option costs. If the minimum guaranteed value of an
equity-indexed product exceeds the index value (computed on a cumulative basis over the life of the contract), then
the general account earnings are available to satisfy the minimum guarantees. If there were little or no gains in the
entire series of one-year options purchased over the expected life of an equity-indexed annuity (typically 10 to 15
years), then we would incur expenses for credited interest over and above our option costs. This would cause our
spreads to tighten and reduce our profits, or potentially result in losses on these products.

Interest Crediting and Participating Dividend Policy

We have an asset/liability management committee that meets monthly, or more frequently if required, to review and
establish current period interest rates based upon existing and anticipated investment opportunities. This applies to
new sales and to annuity products after an initial guaranteed period, if applicable. We examine earnings on assets by
portfolio. We then establish rates based on each product's required interest spread and competitive market
conditions at the time. Average credited rates on our direct annuity contracts were 5.45% in 2002, 5.83% in 2001
and 5.75% in 2000. Most of our annuity contracts have guaranteed minimum crediting rates. These rates range
from 3.00% to 5.50%, with a weighted average guaranteed crediting rate of 3.19% at December 31, 2002. At
December 31, 2002, direct annuities with an aggregate account value of $62.5 million were receiving interest
credited at the guaranteed rate and annuities with an aggregate account value of $14.3 million were receiving

interest credited at a rate within 50 basis points of the applicable guaranteed rate.



We do not have the ability to adjust interest-crediting rates or other non-guaranteed elements of the underlying
business assumed from American Equity or NTL. While we are precluded from directly controlling these rates, we
do manage certain aspects of NTL through a management agreement and have a representative on American
Equity’s Board of Directors. Average credited rates on fixed rate annuities assumed from American Equity and
NTL, including bonus interest, were 7.10% in 2002 and 5.55% in 2001. Average credited rates on fixed rate
annuities assumed from American Equity and NTL, excluding bonus interest, were 4.68% in 2002 and 5.16% in
2001.

Most of the fixed annuity contracts assumed from American Equity and NTL have guaranteed minimum crediting
rates. For contracts assumed from American Equity, these rates range from 3.00% to 4.00%, with a weighted

average guaranteed crediting rate of 3.13% at December 31, 2002. For contracts assumed from NTL, these
guaranteed rates range from 3.00% to 3.50%, with a weighted average guaranteed crediting rate of 3.24% at
December 31, 2002. At December 31, 2002, none of the fixed annuities assumed from American Equity and NTL
were receiving interest credited at a rate within 50 basis points of the applicable guaranteed rate.

The following table sets forth in force information for our traditional annuity segment:

As of December 31,
2002 2001 2000
(Dollars in thousands)

Number of direct contracts.................. 49,437 47,002 35,773
Interest sensitive reserves $ 1,876,486 $ 1,507,579 $ 962,614
Equity-indexed reserves 910,106 311,556 -
Other insurance reserves 325,305 259,051 170,356

Traditioral and Universal Life Insurance Segment

We sell a variety of traditional and universal life insurance products through our exclusive agency force in our core
marketing territory. In addition, we assume traditional and universal life insurance from NTL. The traditional and
universal life insurance segment consists of whole life, term life and universal life policies. These policies provide
benefits upon the death of the insured and may also allow the customer to build cash value on a tax-deferred basis.

The following table sets forth our traditional and universal life insurance premiums collected for the years indicated:

For the year ended December 31,
2002 2001 2000 1999 1998
(Dolars in thousands)

Universal life:

FIISt YEar ..coovvieevererirceeiree e stseierenens $ 1,903 § 1,806 § 2,010 $ 2,747  § 2,857
Renewal ....coovovvveiveevirieniicesrevescrarernns 39,277 40,101 39,374 40,978 42,263
TOtal voveeeiereeeerreeee et 41,180 41,907 41,384 43,725 45,120
Participating whole life:
FIrSt Year .....ococeoemrvcrcneinere v eanenennene 10,196 5,871 2,616 3,003 3,226
Renewal ......oocoovvvviiiieeniicee e, 76,906 76,493 61,083 61,881 61,867
TOtal coeeeevvieie et 87,102 82,364 63,699 64,884 65,093
Term life and other:
FirSt Year.....cocvveviieriieereecrenee e 7,578 7,087 4,930 4,282 4,151
Renewal .........cooovmviieciieiceeeeee, 31,129 28,666 19,394 18,122 16,676
Total oo, 38,707 35,753 24,324 22,404 20,827
Total traditional and universal life................ 166,989 160,024 129,407 131,013 131,040
Reinsurance assumed —~ NTL............ccoeune. 16,039 11,482 - ~ -
Reinsurance ceded.........ccccovvvrvvrerceieccrennne, (9,064) (7,822) (3,547) (4,184) (3,937)
Total traditional and universal life, net of
TEINSUTAIICE ...veeveeiverecrereve et r et eneees $ 173964 $§ 163,684 3§ 125860 $ 126829 § 127,103




Collected traditional and universal life insurance premiums during 2001 increased $26.0 million as a result of the
acquisition of Kansas Farm Bureau Life. The coinsurance of in force business from NTL on May 1, 2001 is
excluded from the above table. At the inception of this coinsurance agreement, related traditional and universal life
insurance reserves totaled $209.1 million. For our direct traditional and universal life premiums collected in our
core Farm Bureau market territory, premiums collected in 2002 are concentrated in the following states: Iowa
(25%), Kansas (18%) and Oklahoma (12%).

Traditional Life Insurance

We offer traditional participating whole life insurance products. Participating whole life insurance provides benefits
for the life of the insured. It provides level premiums and a level death benefit and requires payments in excess of
mortality charges in early years to offset increasing mortality costs in later years. Under the terms of these policies,
policyholders have a right to participate in our surplus to the extent determined by the Board of Directors, generally
through annual dividends. Participating business accounted for 41% of direct receipts from policyholders during
2002 and represented 15% of life insurance in force at December 31, 2002.

We also market non-participating term insurance policies that provide life insurance protection for a specified
period. Term insurance is mortality based and generally has no accumulation values. We may change the premium
scales at any time but may not increase rates above guaranteed levels. In the past, we sold participating term
insurance, but this product has been discontinued.

Universal Life Insurance

Our universal life policies provide permanent life insurance protection with a flexible premium structure which
allows the customer to pre-fund future insurance costs and accumulate savings on a tax-deferred basis. Premiums
received, less policy assessments for administration expenses and mortality costs, are credited to the policyholder's
account balance. Interest is credited to the cash value at rates that we periodically set. Agents need not be registered
with the NASD to offer this product.

We also market a last survivor universal life policy designed especially for the estate planning market.
Underwriting

We follow formal underwriting standards and procedures designed to properly assess and quantify life insurance
risks before issuing policies to individuals. To implement these procedures, we employ a professional underwriting
staff of 16 underwriters who have an average of 18 years of experience in the insurance industry. Our underwriters
review each applicant's written application, which is prepared under the supervision of our agents, and any required
medical records. We employ blood and urine testing (including HIV antibody testing) to provide additional
information whenever the applicant is age 18 and older and the face amount is $100,000 or greater. Based on the
results of these tests, we may adjust the mortality charge or decline coverage completely. Any tobacco use by a life
insurance applicant within the preceding one-year results in a substantially higher mortality charge. In accordance
with industry practice, material misrepresentation on a policy application can result in the cancellation of the policy
upon the return of any premiums paid.

Lapse Rates
Our lapse rate has historically been less than industry averages. A summary of our individual life insurance lapse
rates (for our direct traditional, universal life and variable life insurance products), compared to industry averages, is

outlined in the following table:

Lapse rates for the year ended December 31,

2002 2001 2000 1999 1998
Our life insurance lapse rates................. 72 % 6.4 % 7.9 % 81 % 7.2 %
Industry life insurance lapse rates (A) ... (B) 7.7 8.7 82 8.3

(A) Source: Best's Aggregates and Averages
(B) The industry lapse rate for 2002 is not available as of the filing date of this Form 10-K.
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Reinsurance

We reinsure a portion of our life insurance exposure with unaffiliated insurance companies under traditional
indemnity reinsurance agreements. New insurance sales are reinsured above prescribed limits and do not require the
reinsurer's prior approval within certain guidelines. These treaties are automatically renewed and nonterminable for
the first 10 years with regard to cessions already made and are terminable after 90 days with regard to future
cessions. After 10 years, we have the right to terminate and can generally discontinue the reinsurance on a block of
business. This is normally done to increase our retention on older business to the same level as current cessions.

Generally, we enter into indemnity reinsurance arrangements to assist in diversifying our risks and to limit our
maximum loss on risks that exceed our policy retention limits. Our maximum retention limit on life policies issued
after June 30, 1999 is $1,100,000. For policies issued prior to July 1, 1999, the maximum retention is generally
limited to $600,000. Indemnity reinsurance does not fully discharge our obligation to pay claims on the reinsured
business. As the ceding insurer, we remain responsible for policy claims to the extent the reinsurer fails to pay
claims. No reinsurer of business ceded by us has failed to pay any material policy claims (either individually or in
the aggregate) with respect to our ceded business. We continually monitor the financial strength of our reinsurers.
If for any reason reinsurance coverages would need to be replaced, we believe that replacement coverages from
financially responsible reinsurers would be available.

Interest Crediting and Participating Dividend Policy

The interest crediting and participating dividend policies for our traditional and universal life insurance products are
the same as for our traditional annuity products. See "Interest Crediting and Participating Dividend Policy" under
the traditional annuity segment discussion. We pay dividends, credit interest and determine other nonguaranteed
elements on the individual insurance policies depending on the type of product. Some elements, such as dividends,
are generally declared for a year at a time. Interest rates and other nonguaranteed elements are determined based on
experience as it emerges and with regard to competitive factors. Average contractual credited rates on our direct
universal life contracts were 5.58% in 2002, 5.90% in 2001 and 5.99% in 2000. Our universal life contracts have
guaranteed minimum crediting rates that range from 3.00% to 4.50%, with a weighted average guaranteed crediting
rate of 3.97% at December 31, 2002. At December 31, 2002, none of our universal life contracts were receiving
interest credited at a rate within 50 basis points of the applicable guaranteed rate.

All of the universal life contracts assumed from NTL have a guaranteed minimum crediting rate of 4.00% at
December 31, 2002. At December 31, 2002, none of these universal life contracts were receiving interest credited at
a rate within 50 basis points of the guaranteed rate.

Policyholder dividends are currently being paid and will continue to be paid as declared on participating policies.
Policyholder dividend scales are generally established annually and are based on the performance of assets
supporting these policies, the mortality experience of the policies, and expense levels. Other factors, such as
changes in tax law, may be considered as well. Cur participating business does not have minimum guaranteed
dividend rates.

The following table sets forth in force information for our traditional and universal life insurance segment:

As of December 31,
2002 2001 2000
{Dollars in thousands, except face amounts in millions)
Number of direct policies - traditional life.. 322,732 320,232 258,789
Number of direct policies - universal life.... 62,094 63,666 61,364
Direct face amounts - traditional life .......... $ 18,570 $ 16,730 $ 11,649
Direct face amounts - universal life ............ 4,844 4,916 4,821
Interest sensitive T€SEIVES......cvvvevveviuveennens 750,195 730,698 532,201
Other INSUrance reSeIveS .......coeevevrriveenneens 1,202,930 1,161,372 840,745
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Variable Segment

We sell several variable products through our exclusive agency force in our core marketing territory. In addition,
we receive variable business through our unique variable product alliances. The variable segment consists of
variable universal life insurance and variable annuity contracts. These products are similar to universal life
insurance and traditional annuity contracts, except the contract holder has the option to direct the cash value of the
contract to a wide range of investment sub-accounts, thereby passing the investment risk to the contract holder. The
following table sets forth our variable premiums collected for the years indicated:

For the year ended December 31,
2002 2001 2000 1999 1998
(Dollars in thousands)

Variable annuities:
First year — core distribution....... $ 52,138 § 34481 § 30,916 § 26,034 $ 24,891

First year — alliance partners (1). 10,896 10,319 21,710 8,888 490
Renewal — core distribution........ 11,769 8,861 6,763 5,135 4,616
Renewal — alliance partners (1) .. 1,808 1,084 318 - -
Internal rollover.......ccccccveveninee. 4,440 4,592 14,989 7,097 11,469
Total oo 81,051 59,337 74,696 47,154 41,466
Variable universal life:
First year — core distribution....... 8,892 13,186 14,594 13,385 15,272
First year — alliance partners (1) . 722 1,272 1,462 1,468 98
Renewal — core distribution......... 41,009 37,208 32,077 27,399 22,423
Renewal — alliance partners (1) .. 836 464 216 - -
Internal rollover...........cooceeveenee. 2,512 5,616 10,024 10,052 18,032
Total oo 53,971 57,746 58,373 52,304 55,825
Total variable...........ccoeevvveiveverennn, 135,022 117,083 133,069 99,458 97,291
Reinsurance ceded...............ccoeennn.. (749) (746) (727) (657) (695)

Total variable, net of reinsurance... § 134273 § 116,337 § 132,342 § 98,801 $ 96,596

(1) Amounts are net of portion ceded to and include amounts assumed from alliance partners.

Variable premiums collected increased in 2002 due principally to an increase in sales of variable annuities by our
core Farm Bureau distribution force. Our better than industry average increase in the sale of variable annuities by
our Farm Bureau agents is attributable to an emphasis placed on the use of wholesalers to assist with variable sales.
The decrease in variable sales in 2001 is consistent with industry experience and is attributable to an uncertain
equity market environment. Of the total variable premiums collected, collected premiums for 2002 are concentrated
in the following states: Iowa (45%), Minnesota (10%) and Nebraska (8%).

Variable Universal Life Insurance

We offer variable universal life policies that are similar in design to the universal life policy, but the policyholder
has the ability to direct the cash value of the policy to an assortment of variable sub-accounts and, in turn, assumes
the investment risk passed through by those funds. Policyholders can select from variable sub-accounts managed by
us as well as sub-accounts that are managed by outside investment advisors. Variable universal life policyholders
can also elect a declared interest option under which the cash values are credited with interest as declared. See
"Variable Sub-Accounts and Mutual Funds."

Variable Annuities

For variable annuities, policyholders have the right to direct the cash value of the policy into an assortment of sub-
accounts; thereby assuming the investment risk passed through by those sub-accounts. The sub-account options for
variable annuity contracts are the same as those available for variable universal life policies. In addition, variable
annuity contract holders can also elect a declared interest option under which the cash values are credited with
interest as declared.

Our variable annuity products have a guaranteed minimum death benefit rider. For our variable annuity contracts
issued by Farm Bureau Life, which makes up the majority of our variable annuity account balance, the guaranteed
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minimum death benefit is equal to the amount by which premiums less partial withdrawals exceeds the account
value on the date of death. The variable annuity products issued by EquiTrust, or assumed by EquiTrust through our
alliance partners, generally have a high water mark feature that pays the contract holder the greatest value attained
on any anniversary date. Our exposure to guaranteed minimum death benefits, the amount considered in the money,
is $43.7 million at December 31, 2002. We use a yearly renewable term reserving approach to accrue for this
benefit. The related reserve recorded at December 31, 2002 totaled $0.5 million.

Underwriting and Reinsurance

Our underwriting standards and reinsurance programs for our variable life products are the same as our standards
and programs for our traditional and universal life insurance products. See "Underwriting" and "Reinsurance” under
the traditional and universal life insurance segment discussion.

The following table sets forth in force information for our variable segment:

As of December 31,
2002 2001 2000
(Dollars in thousands, except face amounts in millions)

Number of direct contracts - variable annuity 17,092 14,517 12,643
Number of direct policies - variable universal life 68,650 67,367 62,297
Direct face amounts - variable universal life 3 7,082 6,798 6,131
Separate account assets 347717 356,448 327,407
Interest sensitive reserves 172,075 129,254 104,143
Other insurance reserves 20,025 17,938

Corperate and Other Segment

Prior to 2002, the Corporate and Other Segment included two small blocks of individual disability income business.
This business has been reinsured to an unaffiliated insurer. A loss of $1.5 million on the reinsurance transactions
has been deferred and is being recognized over the term of the underlying policies. We have exited this business to
focus on our life insurance and annuity product lines.

Variable Sub-Accounts and Mutual Funds

We sponsor the EquiTrust Series Fund, Inc. (the Series Fund) and EquiTrust Variable Insurance Series Fund (the
Insurance Series Fund) (collectively, the EquiTrust Funds) which are open-end, diversified series management
investment companies. The Series Fund is available to the general public.' The Insurance Series Fund offers its
shares, without a sales charge, only to our separate accounts and to our alliance partners' separate accounts as an
investment medium for variable annuity contracts or variable life insurance policies.

The EquiTrust Funds each currently issue shares in six investment series (a Portfolio or collectively the Portfolios)
with the following distinct investment objectives: (1) long-term capital appreciation by investing in equity securities
which have a potential to earn a high return on capital or are undervalued by the marketplace; (2) as high a level of
current income as is consistent with investment in a portfolio of debt securities deemed to be of high grade; (3) as
high a level of current income as is consistent with investment in a portfolio of fixed-income securities rated in the
lower categories of established rating services; (4) high total investment return of income and capital appreciation by -
investing in growth common stocks, high grade debt securities and preferred stocks and high quality short-term
money market instruments; (5) high current income consistent with liquidity and stability of principal (Money
Market Portfolio); and (6) an unmanaged index fund, which seeks growth of capital and income by investing
primarily in common stocks of designated well-capitalized, established companies. The net assets of the EquiTrust
Funds at December 31, 2002 totaled $388.6 million.

EquiTrust Investment Management Services, Inc. (the Advisor), a subsidiary, receives an annual fee based on the
average daily net assets of each EquiTrust Portfolio that ranges from 0.25% to 0.60% for the Series Fund and from
0.20% to 0.45% for the Variable Insurance Series Fund. The Advisor also serves as distributor and principal
underwriter for the EquiTrust Funds. The Advisor receives from the Series Fund a 0.50% annual distribution
services fee, a 0.25% annual administration services fee and a 0.05% accounting fee, and receives directly any
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contingent deferred sales charge paid on the early redemption of shares. EquiTrust Marketing Services, LLC,
another subsidiary, serves as the principal dealer for the Series Fund and receives commissions and service fees.

Our variable products include sub-accounts that invest in funds managed by outside investment advisors in addition
to our proprietary funds. We receive an administrative service fee from the outside investment advisors ranging
from 0.05% to 0.25% (annualized) of the sub-account values, generally once the sub-accounts meet a predetermined
asset threshold. The outside investment advisors and related sub-accounts available to our variable contract holders
include Fidelity Management & Research Company (7 sub-accounts), Dreyfus Corporation (6 sub-accounts), T.
Rowe Price Associates, Inc. (5 sub-accounts), Franklin Advisers, Inc. (5 sub-accounts), Summit Investment
Partners, Inc. (3 sub-accounts), American Century Investment Management Services, Inc. (2 sub-accounts), and JP
Morgan Investment Management Inc. (2 sub-accounts).

We also sponsor a money market fund, EquiTrust Money Market Fund, Inc. (Money Market Fund), which is a
no-load open-end diversified management investment company with an investment objective of maximum current
income consistent with liquidity and stability of principal. The Advisor acts as the investment advisor, manager and
principal underwriter of the Money Market Fund and receives an annual management fee, accrued daily and payable
monthly at 0.25%, and certain other fees. The net assets of the Money Market Fund were $21.0 million at
December 31, 2002.

Beginning in 2002, the Advisor has waived the management and certain other fees charged to the Money Market
Portfolio and Money Market Fund in response to a low market interest rate environment.

EquiTrust Series Fund, Inc. and EquiTrust Money Market Fund, Inc. are offered through registered representatives
of EquiTrust Marketing Services, LLC. For more complete information including fees, charges and other expenses,
obtain a prospectus from EquiTrust Marketing Services, LLC, 5400 University Avenue, West Des Moines, Iowa
50266. Read the prospectus before you invest.

Ratings and Competition

Ratings are an important factor in establishing the competitive position of insurance companies. Farm Bureau Life
is rated "A+(Superior)” by A.M. Best, A.M. Best's second highest rating of 13 ratings assigned to solvent insurance
companies, which currently range from "A++(Superior)" to "D (Poor).” Farm Bureau Life has maintained its
existing "A+(Superior)" rating since A.M. Best first began using this rating methodology. EquiTrust is rated "A
(Excellent)" by A.M. Best. A.M. Best ratings consider claims paying ability and are not a rating of investment
worthiness.

We operate in a highly competitive industry. The operating results of companies in the insurance industry have been
historically subject to significant fluctuations due to competition, economic conditions, interest rates, investment
performance, maintenance of insurance ratings from rating agencies such as A.M. Best and other factors. We
believe our ability to compete with other insurance companies is dependent upon, among other things, our ability to
attract and retain agents to market our insurance products, our ability to develop competitive and profitable products
and our ability to maintain high ratings from A.M. Best. In connection with the development and sale of our
products, we encounter significant competition from other insurance companies, and other financial institutions,
such as banks and broker-dealers, many of which have financial resources substantially greater than ours.

Regulation

Our insurance subsidiaries are subject to government regulation in each of the states in which they conduct business.
This regulatory authority is vested in state agencies having broad administrative power dealing with all aspects of
the insurance business, including rates, policy forms and capital adequacy, and is concerned primarily with the
protection of policyholders rather than stockholders. Our variable insurance products, mutual funds, investment
advisor and certain licensed broker-dealers and agents are also subject to regulation by the Securities and Exchange
Commission, the NASD and state agencies.

Increased scrutiny has been placed upon the insurance regulatory framework, and certain state legislatures have

considered or enacted laws that alter, and in many cases increase, state authority to regulate insurance companies
and insurance holding company systems. In light of ongoing legislative developments, the National Association of
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Insurance Commissioners (NAIC) and state insurance regulators continue to reexamine existing laws and
regulations, accounting policies and procedures, specifically focusing on insurance company investments and
solvency issues, risk-adjusted capital guidelines, interpretations of existing laws, the development of new laws, the
implementation of nonstatutory guidelines and the circumstances under which dividends may be paid. We do not
believe the adoption in any of our operating states of any of the current NAIC initiatives will have a material adverse
impact on us; however, we cannot predict the form of any future proposals or regulation.

Employees
At February 1, 2003, we had approximately 1,970 employees. Many employees and the executive officers also
provide services to Farm Bureau Mutual and other affiliates pursuant to management agreements. None of our

employees are members of a collective bargaining unit. We believe that we have good employee relations.

ITEM 2. PROPERTIES

Our principal operations are conducted from property leased from a subsidiary of the Iowa Farm Bureau Federation
under a 15 year operating lease that expires in 2013. The property leased currently consists of approximately
180,000 square feet of a 400,000 square foot office building in West Des Moines, Iowa. We also lease 22,000
square feet of an office building in Manhattan, Kansas under an annually renewable operating lease. The office
space used in these buildings is shared with affiliates and the square feet disclosed is the amount of space allocated
to us. The amount of space allocated to us is determined annually. We consider the current facilities to be adequate
for the foreseeable future.

ITEM 3. LEGAL PROCEEDINGS

We are a party to lawsuits arising in the normal course of business. We believe the resolution of these lawsuits will
not have a material adverse effect on our financial condition or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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Part II

ITEM 5. MARKET FOR REGISTRANT’S COMMON STOCK AND RELATED STOCKHOLDER

MATTERS

Stock Market and Dividend Information

The Class A common stock of FBL Financial Group, Inc. is traded on the New York Stock Exchange under the
symbol FFG. The following table sets forth the cash dividends per common share and the high and low prices of
FBL Financial Group Class A common stock for each quarter of 2002 and 2001.

Class A Common Stock Data (per share) 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr,
2002 .
High oot $ 19.00 $ 2215 3 2230 § 2090
LOW ittt ettt et b b sns 15.95 18.50 16.00 15.20
Dividends declared and paid.........c.cocevrivverrninrrnnnnn, ¥ 0.10 $ 0.10 3 0.10 $ 0.10
2001

HIgR oo $ 17.62 $ 1845 $ 1950 $ 1839
L OW ittt e e 14.76 15.20 15.40 16.35
Dividends declared and paid............c.ccooeevevininennnnn. $ 0.10 $ 0.10 $ 0.10 3 0.10

There is no established public trading market for our Class B common stock. As of February 1, 2003, there were
approximately 3,100 holders of Class A common stock, including participants holding securities under the name of a
broker (i.e., in “street name”), and 24 holders of Class B common stock. As of February 1, 2003, the closing price
of our Class A common stock was $19.59 per share.

Class B common stockholders receive dividends at the same rate as that declared on Class A common stock. We

intend to declare regular quarterly cash dividends in the future, subject to the discretion of the Board of Directors,
which depends in part upon general business conditions, legal restrictions and other factors the Board of Directors
deems relevant. It is anticipated the quarterly dividend rate during 2003 will be $0.10 per common share.

For restrictions on dividends, see “Management’s Discussion and Analysis of Financial Condition and Results of
Operation — Liquidity” and Notes 1 and 12 to the consolidated financial statements.

Equity Compensation Plan Information

The following table provides information about our common stock that may be issued upon the exercise of options,
warrants and rights under our existing equity compensation plans as of December 31, 2002. These plans include a
stock option plan and a director compensation plan. Details regarding these plans can be found in Notes 1 and 8 to

the consolidated financial statements.

(a) Number of
Securities to be Issned
Upon Exercise of
Outstanding Options,

(b) Weighted Average
Exercise Price of
Qutstanding Options,

(c) Number of
Securities Remaining
Available for Future

Issuance Under
Equity Compensation
Plans (Excluding
Securities Reflected in

Plan Category Warrants and Rights Warrants and Rights Column (a))

Equity compensation plans approved by

shareholders:

Stock option plan ... 2,014,688 $ 14.04 5,401,363

Director's deferred compensation plan........... 16,917 33,083

Total ... 2,031,605 5,434,446

Equity compensation plans not approved by

shareholders: None None None
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA (1)

As of or for the year ended December 31,

2002

2001

2000

1999

Consolidated Statement of Income Data
Interest sensitive product charges
Traditional life insurance premiums
Accident and health premiums

Net investment income

Realized losses on investments

Total revenues

78,475
121,999
493
348,359

(14,879)
541,115

(Dollars in thousands, except per share data)

$ 70492
114,998
3,044
285,087
(15,878)
474,590

$ 59,780
83,830
9,654
221,369
(25,960)
367,618

55,363
82,560
13,361

225,820
(2,342)

394,986

52,157
81,752
11,721

228,067
(4,878)

389,621

Income from continuing operations ................ 50,668 40,401 38,747 54,325 52,675
Cumulative effect of change in accounting for

derivative instruments.........ccoocvcveivicnncnne - 344 - - -
Income/gain from discontinued operations...... - - 600 1,385 1,265
NEL INCOME .. cvevereierecerie e 50,668 40,745 39,347 55,710 53,940
Net income applicable to.common stock......... 46,331 36,543 39,197 55,560 53,790
Per common share:

Income from continuing operations ............ 1.68 1.32 1.27 1.68 1.56

Income from continuing operations —

assuming dilution 1.64 1.30 1.25 1.65 1.52

Earnings .......occooccvnnininnes 1.68 1.33 1.29 1.72 1.60

Earnings — assuming dilution............. 1.64 1.31 1.27 1.69 1.56

Cash dividends.....c.ocoovvcvvnncncciinien, 0.40 0.40 0.36 0.33 0.30
Weighted average common shares

outstanding — assuming dilution.................. 28,168,508 27,867,140 30,799,891 32,829,972 34,400,513
Consolidated Balance Sheet Data
Total iINVESIMENtS ....oecvemevivrrrcririieirernrrieennas $ 5,387,369 $ 4,300,856 $ 2,870,659 $ 2,950,200 $ 3,031,436
Assets held in separate accounts 347,717 356,448 327,407 256,028 190,111
TOtal @SSELS......cvevvererirereciireeenrerieecrerceriaeienes 6,799,449 5,629,189 3,704,046 3,662,331 3,650,960
Long-term debt........oooviiinncnciiicniiienns - 40,000 40,000 40,000 71
Total Habilities .........ccocovrernivnnnece e 5,955,362 4,883,574 3,130,101 3,060,178 2,965,869
Company-obligated mandatorily redeemable

preferred stock of subsidiary trust............... 97,000 97,000 97,000 97,000 97,000
Series C redeemable preferred stock............... 85,514 82,691 - - -
Total stockholders’ equity (2)................ 661,363 565,793 476,803 505,008 583,588
Book value per common share 2371 20.53 17.35 15.94 17.75
Other Data (Unaudited)
Statutory capital and surplus (3) ... 391,762 378,226 311,901 301,542 376,929
Net statutory premiums collected (4) 1,349,378 672,097 312,854 291,281 310,247
Life insurance in force, net...........cceceeevvvrvnrnee 27,131,474 27,456,025 20,544,870 19,198,748 18,367,078

Notes to Selected Consolidated Financial Data

(1) Amounts for 2001 and 2002 are impacted by the acquisition of Kansas Farm Bureau Life Insurance Company,
Inc. effective January 1, 2001 and coinsurance transactions with National Travelers Life Insurance Company
and American Equity Investment Life Insurance Company during 2001.

(2) Amounts are impacted by unrealized gains (losses) on investments, net of deferred income taxes and other
adjustments for assumed changes in the amortization of deferred policy acquisition costs, value of insurance in
force acquired and uneamed revenue reserves, totaling $95.1 million in 2002, $39.4 million in 2001, ($22.4)
million in 2000, ($49.9) million in 1999 and $50.1 million in 1998.

(3) Statutory data has been derived from the annual statements of our insurance subsidiaries, as filed with insurance
regulatory authorities and prepared in accordance with statutory accounting practices.

(4) Net statutory premiums include premiums collected from annuities and universal life-type products. These
premiums are not reported as revenues in accordance with accounting principles generally accepted in the
United States. Amounts include premiums assumed from American Equity Investment Life Insurance
Company totaling $837.9 million in 2002 and $280.0 million in 2001. The reinsurance agreement with
American Equity continues through 2003 with respect to the assumption of new business. Amounts also
include internal rollover premiums to variable universal life or variable annuity contracts totaling $7.0 million
in 2002, $10.2 million in 2001, $25.0 million in 2000, $17.1 million in 1999 and $29.5 million in 1998.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This section includes a summary of FBL Financial Group, Inc.’s consolidated results of operations, financial
condition and where appropriate, factors that management believes may affect future performance. Please read this
discussion in conjunction with the accompanying consolidated financial statements and related notes. Unless noted
otherwise, all references to FBL Financial Group, Inc. (we or the Company) include all of its direct and indirect
subsidiaries, including its primary life insurance subsidiaries, Farm Bureau Life Insurance Company (Farm Bureau
Life) and EquiTrust Life Insurance Company (EquiTrust) (collectively, the Life Companies).

Overview

We sell universal life, variable universal life, and traditional life insurance and traditional and variable annuity
products. These products are principally marketed through a core distribution force consisting of approximately
1,990 exclusive Farm Bureau agents in the midwestern and western sections of the United States. Variable universal
life and variable annuity products are also marketed in other states through alliances with unaffiliated Farm Bureau
companies. We also market variable products through alliances with three life insurance companies and a regional
broker/dealer not affiliated with Farm Bureau. In addition to writing direct insurance business, we assume through
coinsurance agreements a percentage of certain business written by American Equity Investment Life Insurance
Company (American Equity) and National Travelers Life Company (NTL). These coinsurance agreements utilize
excess capital and increase our volume of business in force. Several subsidiaries support various functional areas of
the Life Companies and other affiliates, by providing investment advisory, marketing and distribution, and leasing
services. In addition, we manage NTL and three Farm Bureau affiliated property-casualty insurance companies.

Significant Accounting Policies and Estimates

The following is a brief summary of our significant accounting policies and a review of our most critical accounting
estimates. For a complete description of our significant accounting polices, see Note 1 to our consolidated financial
statements.

In accordance with accounting principles generally accepted in the United States (GAAP), premiums and
considerations received for equity-indexed products and interest sensitive products such as universal life insurance
and ordinary annuities are reflected as increases in liabilities for policyholder account balances and not as revenues.
Revenues reported for these products consist of policy charges for the cost of insurance, administration charges,
amortization of policy initiation fees and surrender charges assessed against policyholder account balances.
Surrender benefits paid relating to these products are reflected as decreases in liabilities for policyholder account
balances and not as expenses. The Life Companies receive investment income eamed from the funds deposited into
account balances, a portion of which is passed through to the policyholders in the form of interest credited. For
equity-indexed products, proceeds from call options are earned from a portion of the funds deposited, which are
passed through to the contract holders in the form of index credits. Index credits and interest credited to
policyholder account balances and benefit claims in excess of policyholder account balances are reported as
expenses in the consolidated financial statements.

Premium revenues reported for traditional life insurance products are recognized as revenues when due. Future
policy benefits are recognized as expenses over the life of the policy by means of the provision for future policy
benefits.

For variable universal life and variable annuities, premiums received are not reported as revenues. Similar to
universal life and traditional annuities, revenues reported consist of fee income and product charges collected from
the policyholders. Expenses related to these products include benefit claims incurred in excess of policyholder
account balances.

The costs related to acquiring new business, including certain costs of issuing policies and other variable selling
expenses (principally commissions), defined as deferred policy acquisition costs, are capitalized and amortized into
expense. For nonparticipating traditional life products, these costs are amortized over the premium paying period of
the related policies, in proportion to the ratio of annual premium revenues to total anticipated premium revenues.
Such anticipated premium revenues are estimated using the same assumptions used for computing liabilities for
future policy benefits and are generally "locked in" at the date the policies are issued. For participating traditional
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life insurance, equity-indexed and interest sensitive products, these costs are amortized generally in proportion to
expected gross profits from surrender charges and investment, mortality and expense margins. This amortization is
adjusted when the Life Companies revise their estimate of current or future gross profits or margins. For example,
deferred policy acquisition costs are amortized earlier than originally estimated when policy terminations are higher

than originally estimated or when investments backing the related policyholder liabilities are sold at a gain prior to
their anticipated maturity.

Death and other policyholder benefits reflect exposure to mortality risk and fluctuate from year to year based on the
level of claims incurred under insurance retention limits. The profitability of the Life Companies is primarily
affected by fluctuations in mortality, other policyholder benefits, expense levels, interest spreads (i.e., the difference
between interest earned on investments and interest credited to policyholders) and persistency. We have the ability
to mitigate adverse experience through adjustments to credited interest rates, policyholder dividends or cost of
insurance charges.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues and expenses and the disclosure of
contingent assets and liabilities. It is reasonably possible that actual experience could differ from the estimates and
assumptions utilized which could have a material impact on the consolidated financial statements. The following is
a summary of our significant accounting estimates, as well as the hypothetical effects of changes in the material

assumptions used to develop each estimate:

Balance Sheet
Caption

Description of Critical Estimate

Assumptions /
Approach Used

Effect if Different
Assumptions / Appreach Used

Fixed maturities
— available for
sale

We estimate the fair values of
securities that are not actively
traded.

Fair values are
principally estimated
using a matrix
calculation assuming
a spread over U. S.
Treasury bonds. The
spread is based on
current interest rates,
risk assessment of the
bonds and the current
market environment.

We believe that reasonable
changes in the interest spread,
ranging from 20 basis points to
100 basis points, depending upon
credit quality, would produce a
total value ranging from $264.0
million to $272.4 million, as
compared to the recorded amount
of $268.1 million. Unrealized
gains and losses on these
securities are recorded directly in
stockholders’ equity, net of
offsets, as a component of
accumulated other comprehensive
income or loss.

Fixed maturities
— available for
sale and equity
securities

We are required to exercise
judgement to determine when a
decline in the value of a security is
other than temporary. When the
value of a security declines and the
decline is determined to be other
than temporary, the carrying value
of the investment is reduced to its
fair value and a realized loss is
recorded to the extent of the
decline.

We evaluate the
operating results of
the underlying issuer,
near-term prospects
of the issuer, general
market conditions,
causes for the decline
in value, the length of
time there has been a
decline in value and
other key economic
measures. We also
evaluate our ability
and intent to hold the
security.

At December 31, 2002, we had
177 fixed maturity and equity
securities with gross unrealized
losses totaling $55.5 million.
Included in the gross unrealized
losses are losses attributable to
both movement in market interest -
rates as well as temporary credit
issues. Details regarding these
securities are included in the
“Financial Condition —
Investments” section that follows.
Net income would be reduced by
approximately $30.1 million if ali
these securities were deemed to
be other than temporarily
impaired.
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Balance Sheet Assumptions / Effect if Different
Caption Description of Critical Estimate Approach Used Assumptions / Approach Used
Deferred policy | Amortization of deferred policy These estimates, Amortization of deferred policy

acquisition costs

acquisition costs for participating
life insurance and interest sensitive
products is dependent upon
estimates of current and future
gross profits or margins on this
business. Key assumptions used
include the following:
e yield on investments supporting
the liabilities,
e amount of interest or dividends
credited to the policies,
¢ amount of policy fees and
charges,
e amount of expenses necessary
to maintain the policies, and
¢ amount of death and surrender
benefits and the length of time
the policies will stay in force.

which are revised at
least annually, are
based on historical
results and our best
estimate of future
experience.

acquisition costs for participating
life insurance and interest
sensitive products is expected to
total $26.3 million for 2003,
excluding the impact of new
production in 2003. A 10 percent
increase in estimated gross profits
for 2003 would result in $3.5
million of additional amortization
expense. Correspondingly, a 10
percent decrease in estimated
gross profits would result in $3.6
million less amortization expense.

Future policy
benefits

Reserves for future policy benefits
for traditional life insurance
products requires the use of many
assumptions, including the
duration of the policies, mortality
experience, lapse rates, surrender
rates, and dividend crediting rates.

The development of reserves for
future policy benefits for equity-
indexed products requires the
valuation of the embedded
derivatives relating to the contract
holder’s right to participate in one
or more market indexes. This
valuation requires assumptions as
to future option costs that are
dependent upon the volatility of
the market indexes, risk free
interest rates, market returns and
the expected lives of the contracts.

These assumptions
are made based upon
historical experience,
industry standards
and a best estimate of
future results and, for
traditional life
products, include a
provision for adverse
deviation. For
traditional life
insurance, once
established for a
particular series of
products, these
assumptions are
generally held
constant. For equity-
indexed products,
these assumptions are
revised at each
balance sheet date.

Due to the number of independent
variables inherent in the
calculation of traditional life
insurance reserves and reserves
for the embedded derivatives in
equity-indexed annuities, it is not
practical to perform a sensitivity
analysis on the impact of
reasonable changes in the
underlying assumptions. The cost
of performing detailed
calculations using different
assumption scenarios outweighs
the benefit that would be derived.
We believe our assumptions are
realistic and produce reserves that
are fairly stated in accordance
with GAAP.
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Balance Sheet
Caption

Description of Critical Estimate

Assumptions /
Approach Used

Effect if Different
Assumptions / Approach Used

QOther
assets/liabilities

The determination of net periodic
pension expense and related
accrued/prepaid pension cost
requires the use of estimates as to
the expected return on plan assets,

discount rate on plan liabilities and
other actuarial assumptions.
Pension expense for 2002 totaled
$4.4 million.

We have assumed the
expected long-term
rate of return on plan
assets will be 7.00%,
which is
approximately equal
to the rate eamed
historically. In
estimating the
discount rate (7.25%
for 2002), we based it
on the rate of return
currently available on
high quality, fixed-
income investments.

A 50 basis point decrease in the
expected return on assets would
result in a $0.2 million increase in
pension expense. A 50 basis
point decrease in the assumed
discount rate would result in a
$0.2 million increase in pension
expense. A 50 basis point
increase in these rates would
result in a decrease to expense at
a level generally commensurate
with that noted above.

Significant Transactions Impacting the Comparability of Results

During 2001, we entered into a coinsurance agreement with American Equity whereby we assumed 70% of certain
fixed and equity-indexed annuity business written by American Equity from August 1, 2001 to December 31, 2001.
The agreement also provides for us to assume 40% of certain new business written by American Equity during 2002
and 2003. This agreement was accounted for as the reinsurance of an in force bleck of business as of October 1,
2001, and the regular coinsurance of the business written thereafter. Accordingly, our consolidated statements of
income include revenues and expenses pertaining to this business for 2002 and the fourth quarter of 2001. Reserves
transferred to us in connection with the assumption of the in force block of business totaled $138.7 million.
Collected premiums assumed as a result of this agreement totaled $837.9 million for 2002 and $280.0 million for the
fourth quarter of 2001.

Effective May 1, 2001, we entered into a coinsurance agreement with NTL whereby we assumed 90% of NTL’s
traditional life, universal life and annuity business in force. In addition, we agreed to assume 50% of NTL’s
traditional life, universal life and annuity business issued on an ongoing basis. Assets acquired on May 1, 2001 in
connection with this transaction totaled $337.2 million. Collected premiums assumed as a result of this agreement
totaled $20.8 million for 2002 compared to $13.3 million for 2001.

Effective January 1, 2001, we acquired the assets and liabilities of Kansas Farm Bureau Life Insurance Company,
Inc. (Kansas Farm Bureau Life), a single-state life insurance company selling traditional life and annuity products in
Kansas. In connection with this acquisition, we assumed all of Kansas Farm Bureau Life’s insurance business
through an assumption reinsurance agreement. As a result of the acquisition, our geographic market territory
expanded into the state of Kansas for our traditional products and our exclusive agency force increased by 336
agents. Assets acquired with this transaction totaled $695.4 million. Premiums collected on business issued in
Kansas totaled $124.6 million in 2002 and $77.3 miliion in 2001,

Consistent with our objective to exit the disability income line of business, effective September 1, 2001, we entered
into a 100% coinsurance agreement to reinsure the individual disability income business acquired through the
Kansas Farm Bureau Life transaction. As a result, the consolidated statements of income include the operating
results from this accident and health business only through August 31, 2001. Effective September 1, 2000, we
entered into a 100% coinsurance agreement to reinsure the individual disability income business on our books at that
time. As aresult, the consolidated statements of income include the operating results from this business only
through August 31, 2000. A loss totaling $1.5 million on these coinsurance transactions has been deferred and is
being recognized over the term of the underlying policies.
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Results of Operations for the Three Years Ended December 31, 2002

Year ended December 31,
2002 2001 2000

(Dollars in thousands, except per share data)

INEE INCOIMIE ....eeiv ettt itre et et e e e e et e et e e v e eeeeees s eeeeeaaeneeseeeaneenarean $ 50668 $§ 40,745 $ 39347
Less dividends on Series B and C preferred stock......c..ocevviiiiiiviinnnn. (4,337) (4,202) (150)
Net income applicable to common Stock ........c.o.coviviereerceinivieniinnsnns $ 46331 $ 36,543 § 39,197
Earnings per CommOn Share..........cccocoviermmrinnineeseenesnssesssssensnsesesens 3 168 § 133 § 1.29
Earnings per common share — assuming dilution ..........c.coveveeccernnenee, b 1.64 § 131 § 1.27

Net income applicable to common stock increased 26.8% in 2002 to $46.3 million and decreased 6.8% in 2001 to
$36.5 million. The increase in net income for 2002 is due to an increase in the volume of business in force resulting
from the inclusion of a full year of business from American Equity and NTL, as well as increases in sales from our
core distribution agency force. Results in 2002 also benefited from an acceleration of net discount accretion on
mortgage and asset-backed securities resulting from increasing prepayment speed assumptions. The decrease in net
income in 2001 is due primarily to a decrease in equity income and a reduction of net investment income resulting
from stock repurchase activity during 2000. The impact of these items were partially offset by net income generated
from the Kansas Farm Bureau Life, NTL and American Equity transactions, an increase in fee income from
mortgage loan prepayments and bond calls and a reduction in realized losses on investments. The change in
earnings per common share from year to year is impacted by changes in the weighted average common shares
outstanding. Weighted average common shares outstanding, assuming dilution, increased 1.1% to 28,168,508 in
2002 and decreased 9.5% to 27,867,140 in 2001 from 30,799,891 in 2000. The decrease in 2001 is the result of
acquisitions of commeon stock by the Company primarily during 2000.

A summary of our premiums and product charges is as follows:
Year ended December 31,

2002 2001 2000
(Dollars in thousands)

Premiums and product charges:

Interest sensitive product Charges.......c.ccovvvvovcreeicneeninsrerens e $§ 78475 § 70492 $§ 59,780
Traditional life InSUrance Premuiums........cccovereviiiirineinnnersneeanen 121,999 114,998 83,830
Accident and health premiums .........ooocoveviveeni v 493 3,044 9,654

Tl 1o veverere e eeeeeesee e seseseeeee s e sseseseesere s eeesereseree $ 200,967 $ 188,534 $ 153,264

Premiums and product charges increased 6.6% in 2002 to $201.0 million and 23.0% in 2001 to $188.5 million.
The increase in 2002 is due primarily to the inclusion of a full year of American Equity and NTL activity. Revenues
from the American Equity and NTL business included interest sensitive product charges totaling $11.9 million in
2002 and $6.9 million in 2001 and traditional life insurance premiums totaling $5.1 million in 2002 and $3.8 million
in 2001. In addition, the 2002 cost of insurance charges, which are included in interest sensitive product charges,
increased as a result of an increase in the volume and age of business in force. The 2001 increase in premiums and
product charges is due primarily to the addition of the Kansas Farm Bureau Life, NTL and American Equity
business. Revenues from the Kansas Farm Bureau Life business in 2001 included interest sensitive product charges
of $1.4 million, traditional life insurance premiums of $25.0 million and accident and health premiums of $2.7
million. Accident and health premiums decreased as a result of 100% coinsurance agreements to reinsure our
individual long-term disability income business effective September 1, 2001 and 2000.

Net investment income, which excludes investment income on separate account assets relating to variable products,
increased 22.2% in 2002 to $348.4 million and increased 28.8% in 2001 to $285.1 million. These increases are due
to an increase in average invested assets of 25.8% to $4,845.3 million (based on securities at amortized cost)
compared to $3,850.2 million in 2001 and $2,991.3 million in 2000. The increase in average invested assets in 2002
and 2001 is due to cash and investments received pursuant to the American Equity and NTL coinsurance agreements
and net premium inflows from our core distribution agency force. Average invested assets also increased in 2001
due to the acquisition of approximately $620.9 million in investments from the Kansas Farm Bureau Life
transaction. The annualized yield earned on average invested assets was 7.19% in 2002 and 7.40% in 2001 and
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2000. Changing market conditions in 2002, 2001 and 2000 decreased our investment portfolio yield as investment
rates were, in general, lower than our portfolio yield or yield on investments maturing or being paid down.
However, in 2001 an increase in prepayment fees and bond call income offset the impact of these market conditions.
Fee income from mortgage loan prepayments and bond calls totaled $1.8 million in 2002, $4.8 million in 2001 and
$0.4 million in 2000. Net investment income includes $4.0 million in 2002, $0.6 million in 2001 and $0.1 million in
2000 representing an acceleration of net discount accretion on mortgage and asset-backed securities resulting from
increasing prepayment speed assumptions during the respective periods. See "Financial Condition - Investments"

section that follows for a description of how changes in prepayment speeds impact net investment income.

Derivative income (loss) totaied ($10.4) million in 2002 compared to $0.1 million in 2001, Our derivative income
(loss) consists of unrealized gains and losses on the value of call options used to fund returns on our equity-indexed
annuity contracts assumed from American Equity and on the value of the conversion feature embedded in
convertible fixed maturity securities. In addition, derivative income (loss) includes proceeds from the exercise of
the call options. The increase in derivative loss is due to the increase in equity-indexed business assumed from
American Equity and a decline in the value of the related call options resulting from the passage of time and a
general decline in the equity markets during 2002. Changes in the value of the call options are partially offset by
corresponding changes in the value of the embedded derivatives in the underlying equity-indexed contracts.
Changes in the value of these embedded derivatives are recorded as a component of interest sensitive product
benefits. Derivative income (loss) will fluctuate based on market conditions and could result in income or loss.

Realized losses on investments decreased 6.3% in 2002 to $14.9 million and decreased 38.8% in 2001 to $15.9
million. Realized losses include writedowns of investments that became other-than-temporarily impaired totaling
$29.3 million in 2002, $16.8 million in 2001 and $24.5 million in 2000. These writedowns are the result of the
issuers of the securities having deteriorating operating trends, alleged corporate fraud, decreases in debt ratings,
defaults on loan payments, unsuccessful efforts to raise capital and various other operational or economic factors
that became evident in the respective years. Approximately $8.5 million of the realized losses in 2002 were from
securities issued by or affiliated with WorldCom Inc., including $1.9 million of losses assumed from an investment
in WorldCom, Inc. bonds made by a variable alliance partner. Our 2002 losses also include approximately $7.8
million from securities issued by United Air Lines. Approximately $8.4 million of the realized losses in 2001 were
from four securities issued by or affiliated with Enron Corporation. Approximately $14.4 million of the realized
losses in 2000 were from eight securities that were investment grade when acquired. The level of realized gains
(losses) is subject to fluctuation from year to year depending on the prevailing interest rate and economic
environment and the timing of the sale of investments.

Other income and other expenses include revenues and expenses, respectively, relating primarily to our non-
insurance operations. These operations include management, advisory, marketing and distribution services and
leasing activities. Fluctuations in these financial statement line items are generally attributable to fluctuations in the
level of these services provided during the periods.

A summary of our policy benefits is as follows:

Year ended December 31,

2002 2001 2000

(Dollars in thousands)

Policy benefits:
Interest sensitive products benefits ...........ccocovvevvevirninnnineiniieens $ 208,578 § 169,272 § 127,605
Traditional life insurance and accident and health benefits ............ 74,728 80,492 60,229
Increase in traditional life and accident and health future policy
BENELILS ...vioveveeeiiiiie ettt et r e v 33,262 23,680 19,066
Distributions to participating policyholders...........cc.ccevnvirrncnnne 29,540 29,564 25,043
TOMAL v b e e een $ 346,108 $ 303,008 § 231,943

Policy benefits increased 14.2% in 2002 to $346.1 million and 30.6% in 2001 to $303.0 million. The increase in
2002 is due primarily to the inclusion of a full year of American Equity and NTL business and an increase in our
direct business in force. Benefits incurred from the American Equity and NTL business include interest sensitive
product benefits of $50.6 million in 2002 and $17.2 million in 2001, traditional life insurance and accident and
health benefits, including change in reserves, of $4.3 million in 2002 and $3.1 million in 2001 and distributions to
participating policyholders of $1.2 million in 2002 and $0.8 million in 2001. Partially offsetting the increase in
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2002 was the impact of reductions in dividend and interest crediting rates on many of our products made in response
to a declining investment portfolio yield. Interest crediting rates were decreased at various dates throughout the year
to 5.20% on our primary fixed annuity product and 5.55% on our primary universal life insurance product. The
dividend rate on our participating life policies was also reduced effective October 1, 2002. The increase in policy
benefits during 2002 was also offset by a $1.3 million reduction in reserves relating to the discontinuation of certain
group life business. Changes in the value of the embedded derivatives included in the equity-indexed annuity
contracts resulted in an increase in the reserve for interest sensitive products totaling $1.0 million for 2002 and $1.2
million for 2001. The increase in policy benefits in 2001 is due primarily to the addition of the Kansas Farm Bureau
Life, NTL and American Equity business. Benefits incurred from the Kansas Farm Bureau Life business in 2001
included interest sensitive product benefits of $24.2 million, traditional life insurance and accident and health
benefits, including change in reserves, of $26.4 million and distributions to participating policyholders of $3.4
million. Traditional life benefits also increased in 2001 due to increased death benefits on our direct business and
our participation in a reinsurance pool for catastrophic events. We incurred $1.6 million of death benefits in 2001
for losses from this pool resulting from the terrorist attacks on September 11, 2001. Partially offsetting these
increases was a decrease in accident and health benefits as a result of the 100% coinsurance of our long-term
disability income business during 2001 and 2000. Policy benefits can tend to fluctuate from period to period as a
result of changes in mortality and morbidity experience.

A summary of our underwriting, acquisition and insurance expenses is as follows:

Year ended December 31,
2002 2001 2000

(Dollars in thousands)

Underwriting, acquisition and insurance expenses:

Commission expense, net of deferrals...........ccccoveevcvrnicrencinnnn, $ 12379 % 11,434 § 9,951
Amortization of deferred policy acquisition Costs.........co.vcerrevrurennen. 22,666 15,444 10,821
Amortization of value of insurance in force acquired ........cc............ 1,643 3,632 361
Other underwriting, acquisition and insurance expenses, net of
EfErTals. ..o 65,761 61,965 51,297
TOAL ...ttt et ettt et sttt aaen $ 102449 § 92475 § 72930

Underwriting, acquisition and insurance expenses increased 10.8% in 2002 to $102.4 million and 26.8% in 2001
to $92.5 million. The increase in 2002 is due primarily to the inclusion of a full year of American Equity and NTL
business, while the increase in 2001 is due primarily to the addition of Kansas Farm Bureau Life, NTL and
American Equity business. Expenses from NTL and American Equity business include commission and expense
allowances totaling $4.1 million for 2002 compared to $2.2 million for 2001 and amortization of deferred policy
acquisition costs totaling $7.6 million for 2002 compared to $0.6 million for 2001. Underwriting, acquisition and
insurance expenses relating to the Kansas Farm Bureau Life business totaled $13.0 million in 2001, The increases
in 2002 are offset by (i) a $2.0 million decrease in amortization of value of insurance in force acquired resulting
principally from the impact of realized losses on investments backing the related policyholder liabilities, (ii) a
reduction in other underwriting expense due to the discontinuation of the amortization of goodwill and (iii) a
reduction in expenses as a result of the 100% coinsurance of our long-term disability income business during 2001.
The 2001 increase in expenses was partially offset by a $1.0 million recovery of excess royalty fees paid in prior
years for our agreement with the Iowa Farm Bureau Federation to use the "Farm Bureau" and "FB" designations in
the state of Jowa. The increase in amortization of deferred policy acquisition costs in 2001 is due partly to a shift in
product profitability to blocks of business that have a larger acquisition cost remaining to be amortized or that have
higher amortization factors. In addition, amortization increased due to an increase in the unamortized acquisition
cost asset caused by the growth in the volume of business in force. Other underwriting, acquisition and insurance
expenses includes goodwill amortization totaling $0.9 million in 2001 and $0.7 million in 2000. See Note 1 to the
consolidated financial statements for a discussion of the accounting for goodwill amortization beginning in 2002.

Pension expense, which is included in other underwriting, acquisition and insurance expenses, is expected to
increase to approximately $5.3 million in 2003 from $4.4 million in 2002. This increase is due to several factors
including salary increases, the impact of actual investment experience of plan assets and other experience being
different than expected and a decrease in the discount rate used to calculate plan liabilities.

Interest expense decreased 61.5% in 2002 to $0.7 million and decreased 51.4% in 2001 to $1.8 million. The
decreases in 2002 and 2001 are due to a decrease in the interest rate on our $40.0 million variable-rate debt. In
addition, for 2001 there was as a decrease in average debt outstanding.
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Income taxes increased 28.5% in 2002 to $23.9 million and 36.6% in 2001 to $18.6 million. The effective tax rate
was 30.1% for 2002, 29.2% for 2001 and 30.3% for 2000. The effective tax rates were lower than the federal
statutory rate of 35% due primarily to the tax benefit associated with the payment of dividends on mandatorily
redeemable preferred stock of subsidiary trust, tax-exempt interest and tax-exempt dividend income in 2002, 2001
and 2000. The decrease in the effective tax rate in 2001 compared to 2000 is due primarily to a change in the
estimate of certain deferred tax liabilities.

Equity income, net of related income taxes, decreased 15.7% in 2002 to $0.2 million and decreased 97.9% in 2001
to $0.3 million. Equity income includes our proportionate share of gains and losses attributable to our ownership
interest in partnerships, joint ventures and certain companies where we exhibit some control but have a minority
ownership interest. Given the timing of when financial information from these entities is available, we will
consistently use information that is as much as three months in arrears for certain of these entities. Several of these
entities are venture capital investment companies, whose operating results are derived primarily from unrealized and
realized gains and losses generated by their investment portfolios. The income in 2000 is primarily unrealized
appreciation on two internet-related equity securities owned by two of these venture capital investment companies.
A substantial portion of the positions held by the equity investees in these two entities was distributed to us and
subsequently sold during 2000. As is normal with these types of entities, the level of these gains and losses is
subject to fluctuation from period to period depending on the prevailing economic environment, changes in prices of
equity securities held by the investment partnerships, timing and success of initial public offerings and other exit
strategies, and the timing of the sale of investments held by the partnerships and joint ventures. As a result of our
common stock investment in American Equity Investment Life Holding Company, equity income includes $1.4
million in 2002 and 2001 and $0.4 million in 2000, representing our share of its net income. In addition, equity
income is net of goodwill amortization totaling $0.4 million in 2001 and 2000. See Note 1 to the consolidated
financial statements for a discussion of the accounting for goodwill amortization beginning in 2002. Also, see the
"Other Assets" section following for additional information regarding the composition of our equity investees.

Dividends on Series B and C preferred stock totaled $4.3 million in 2002, $4.2 million in 2001 and $0.2 million in
2000. The increase for 2002 is due to the accretion of the original issue discount on the Series C preferred stock.
The increase for 2001 is due to the issuance of the Series C preferred stock in connection with our acquisition of
Kansas Farm Bureau Life on January 1, 2001.

Discontinued Operations

We recorded a gain of $0.6 million in 2000, net of related income taxes, on the sale of Utah Farm Bureau Insurance
Company (Utah Insurance), a former wholly-owned property-casualty insurance company, to Farm Bureau Mutual
Insurance Company (Farm Bureau Mutual), an affiliate. We did not record any gain during 2002 or 2001 as the loss
ratio of the related Utah business was higher than the threshold loss ratio in the earn-out calculation included in the
sales agreement. The earn-out period under the sales agreement ended December 31, 2002.

Segment Information
Management analyzes financial information regarding products that are aggregated into three product segments.
These segments are (1) traditional annuity, (2) traditional and universal life insurance and (3) variable. We also

have various support operations and corporate capital that is aggregated into a corporate and other segment. See
Note 13 of the notes to consolidated financial statements for additional information regarding segment information.
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We analyze our segment results based on pre-tax operating income. Accordingly, income taxes are not allocated to the
segments. In addition, operating results are analyzed net of any transactions between the segments. Operating income
represents net income excluding the impact of realized gains and losses on investments, cumulative effect of change in
accounting principle and discontinued operations. The impact of realized gains and losses on investments includes
adjustments for income taxes and that portion of amortization of deferred policy acquisition costs, uneamed revenue
reserve and value of insurance in force acquired attributable to such gains or losses. A reconciliation of net income to
pre-tax operating income follows.

Year ended December 3],

2002 2001 2000
(Dollars in thousands)
NEEINCOINIE ..ottt eeeee et et ettt eres e raeaene s b 50,668 $ 40,745 b 39,347
Realized losses on inveStMENtS..........coceeeevivviiiice e e, 14,879 15,878 25,960
Change in amortization of:

Deferred policy acquisition COStS.........cocvvercecerrnrucne (867) (2,297) (1,635)

Value of insurance in force acquired .............cccovvrurenee (1,170) 76 (255)

Unearned revenue I€SEIVE........oooverenirirriereeresersesecnenenne (82) 218 138
Income tax OffSet......ccveeveiiiiriiiiisi e e (4,467) (4,856) (8,473)
Realized losses, net of offsets.........cccoeeviveiiiiiiiicicreee, 8,293 9,019 15,735
Income taxes on Operating MCOMIE .......vevrirrerrirerereererenresnenns 28,454 23,568 28,643

Cumulative effect of change in accounting for derivative
INSTTUMENLS ..ot - (344) -
Gain on disposal of property-casualty operations net of

related INCOME tAXES .....ovvvveereiiriieeiestir e eresere e s aeseee e - - (600)
Pre-tax Operating iNCOME .....ooevivviveiiinciireeenereersreese e seeeens 3 87415 § 72988 % 83,125
A discussion of our operating results, by segment, follows.
Traditional Annuity Segment
Year ended December 31,
2002 2001 2000
Pre-tax operating income (Dollars in thousands)
Operating revenues: '
Interest sensitive product charges........c.cococcovvervreenvcennnns $ 1,700  § 1,001 § 1,171
Net Investment iNCOME ......cccveriverrriieeeeee i eerrresereeeens 184,969 126,784 90,490
Derivative income (10SS) ....ooooevieieveeniiieeiierecreseerreenens (9,822) 953 -
176,847 128,738 91,661
Benefits and eXpenses........cccccveereirieennninine e 147,415 108,265 75,911
Pre-tax operating inCome ........c.coouvvvrverrrrrerereeererennnennes 3 20432 § 20,473 $ 15,750
Other data
Annuity premiums collected, net of reinsurance ..................... $ 1,040,684 S 388,787 $ 45,091
Policy liabilities and accruals, end of year ..............cceevvvvvenee. 3,111,897 2,078,186 1,132,970

Pre-tax operating income for the traditional annuity segment increased 43.8% in 2002 to $29.4 million and 30.0% in
2001 to $20.5 million, Pre-tax operating income and the volume of revenues, benefits and expenses increased in
2002 primarily due to the inclusion of a full year of NTL and American Equity business and increases in sales from
our core distribution agency force. Also contributing to the increase in pre-tax operating income in 2002 was the
acceleration of net discount accretion on mortgage and asset-backed securities as noted in the investment income
discussion above. The increase in 2001 is due to the addition of Kansas Farm Bureau Life, NTL and American
Equity business and an increase in bond call and prepayment fee income. Annuity premiums collected from
American Equity and NTL business totaled $842.7 million in 2002 and $281.8 million in 2001. Direct annuity
premiums collected increased 85.2% in 2002 to $198.0 million. Annuity premiums received as a result of the
Kansas Farm Bureau Life acquisition totaled $48.6 million in 2001. As noted in the policy benefits discussion
above, we decreased crediting rates by a total of 40 basis points on our primary annuity contract on various dates in
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2002 in response to a decline in our investment portfolio yield. The crediting rate on our flexible premium deferred
annuity was also reduced 40 basis points during 2001 as a result of the general decline in market interest rates during
2001.

Traditional and Universal Life Insurance Segment

Year ended December 31,

2001

Pre-tax operating income (Dollars in thousands)

Operating revenues:
Interest sensitive product charges 42,859 $ 39,327 31,651
Traditional life insurance premiums and other income...... 121,999 114,998 83,940
Net investment income 146,589 141,611 106,867

Derivative loss {482) (891)

310,965 295,045 222,458
Benefits and expenses 249932 244 624 178,206

Pre-tax operating income $ 50,421 44,252

Other data
Life premiums collected, net of reinsurance 173,964 $ 163,684 $ 125,860
Policy liabilities and accruals, end of year 1,953,125 1,892,070 1,372,946

Pre-tax operating income for the traditional and universal life insurance segment increased 21.0% in 2002 to $61.0
million and 13.9% in 2001 to $50.4 million. Revenues, benefits, expenses and pre-tax operating income for 2002
increased due principally to the inclusion of a full year of NTL business and increases in the volume of business
from our core distribution agency force. The increase in pre-tax income and the volume of business in force in 2001
is due primarily to the addition of the Kansas Farm Bureau Life and NTL business. Life insurance premiums
collected from the NTL business totaled $16.0 million in 2002 and $11.5 million in 2001. Life insurance premiums
received as a result of the Kansas Farm Bureau Life acquisition totaled $25.9 million in 2001. As noted in the
discussion of policy benefits above, pre-tax operating income in 2002 benefited from a $1.3 million reserve
reduction relating to the discontinuation of certain group life business. Total benefits and expenses were also
impacted by decreases in interest and dividend crediting rates, including decreases of 30 basis points in 2002 and 25
basis points in 2001 on our primary universal life insurance product. Benefits for 2001 include $1.6 million in
losses resulting from the terrorist attacks on September 11, 2001. Also, amortization of deferred policy acquisition
costs decreased by $4.2 million in 2002 and increased $1.4 million in 2001 due to changes in the assumptions used
to calculate deferred policy acquisition costs. On a consolidated basis the impact of these assumption changes was
largely offset by the impact of assumption changes made in the amortization of deferred policy acquisition costs in
the variable segment.

Variable Segment
Year ended December 31,
2002 2001 2000
Pre-tax operating income (Dotlars in thousands)
Operating revenues:
Interest sensitive product charges...........ccocevvnnnnnecnan, 3 33,834 $ 30,382 $ 27,096
Net InvVestmMent INCOIME.........evvieieiieceeeieeirerestreeiseresssrreeenns 11,909 10,198 9,007
Other ICOME.....coviicirieeetrieeie ettt ar e sresbe s 817 829 910
46,560 41,409 37,013
Benefits and eXpenses.........ocvvveviiiueienirrennin e 47,398 35,862 35,778
Pre-tax operating income {1oSs) .........cccovvevveiriininnnnnna, b (838) § 5547 § 1,235
Other data
Variable premiums collected, net of reinsurance and internal
TOHOVETS ..ot st rae s $ 127,321 $ 106,129 $ 107,329
Policy liabilities and accruals, end of year .......c..cccoccevviererenne. 191,819 149,279 122,081
Separate account assets, end of year..........ccocevereeviecercninennns 347,717 356,448 327,407

Pre-tax operating income (loss) for the variable segment totaled ($0.8) million in 2002, compared to $5.5 million in
2001 and $1.2 million in 2000. The 2002 pre-tax operating loss is primarily attributable to increases in death
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benefits and amortization of deferred policy acquisition costs. Death benefits in excess of related account values on
variable universal life policies increased 62.5% to $9.7 million in 2002 and increased 9.9% to $6.0 million in 2001.
Amortization of deferred policy acquisition costs increased $3.7 million in 2002 and decreased $1.5 million in 2001
due to changes in the assumptions used to calculate deferred policy acquisition costs. As noted above, on a
consolidated basis the impact of these assumption changes was largely offset by the impact of assumption changes
made in the amortization of deferred policy acquisition costs in the traditional and universal life insurance segment.
Expenses were reduced by $1.0 million in 2001 as a result of the recovery of certain royalty fees as discussed above.
Operating revenues increased 12.4% in 2002 compared to 11.9% in 2001, due to growth in the volume of business
in force. The variable segment does not currently contribute significantly to our bottom line due to fee income
structure on these products and the significant administrative costs associated with the sale and processing of this
business. Profitability of this line of business is expected to increase as the volume of business grows and the
significant fixed costs of administering the business are spread over a larger block of policies.

Corporate and Other Segment

Year ended December 31,

2002 2001 2000
Pre-tax operating income (Dollars in thousands)
Operating revenues:
Accident and health insurance premiums..............cccoeeeeeen. $ 493 $ 3,044 $ 9,654
Net Investment INCOME..........oocvvvivvrverieierie e ceeere e 4,892 6,494 15,005
Derivative income (10SS) ......cccvrvvervrvcrimemicnecceeniinens (114) 38 -
OthEr INCOMIE .....covvvii ettt eteeeerbesans 16,269 15,918 17,925
21,540 25,494 42,584
Benefits and eXpenses. ........cocoovieriiieniinincnen e 19,032 24,374 34,729
2,508 1,120 7,855
MINOTItY INETEST ....coveeiiieeiie et (5,050) (4,963) (4,730)
Equity income, before tax.........cooocvvivimieninnnnniennnn, 330 391 18,763
Pre-tax operating income (1088) .....ccoovevvrriirrnneiennns $ (2,212) § (3,452) § 21,888

Pre-tax operating income (loss) for the corporate and other segment totaled ($2.2) million in 2002, compared to
($3.5) million in 2001 and $21.9 million in 2000. The fluctuations in pre-tax operating income are primarily due to
the fluctuations in equity income as described above. The decrease in net investment income in 2001 is due to a
decrease in average invested assets resulting from a smaller volume of accident and health business in force and a
$75.0 million stock repurchase and tender offer during the fourth quarter of 2000. As noted above, we sold our
long-term disability income business through two coinsurance agreements in 2000 and 2001. These agreements
decreased the level of operations reflected in the corporate and other segment.

Financial Condition
Investments

Our total investment portfolio increased 25.3% to $5,387.4 million at December 31, 2002 compared to $4,300.9
million at December 31, 2001. This increase is primarily the result of net cash received from interest sensitive and
equity-indexed products and positive cash flow provided by operating activities.

Internal investment professionals manage our investment portfolio. The investment strategy is designed to achieve
superior risk-adjusted retums consistent with the investment philosophy of maintaining a largely investment grade
portfolio and providing adequate liquidity for obligations to policyholders and other requirements. We continually
review the returns on invested assets and change the mix of invested assets as deemed prudent under the current
market environment to help maximize current income.
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Cur investment portfolio is summarized in the table below:

December 31,
2002 2001 2000
Carrying Carrying Carrying
Value Percent Value Percent Value Percent
{Dollars in thousands)

Fixed maturities:
$ 3,801,914 70.6 % $ 2,773,290 64.5 % $ 1,727,513 60.2 %
144A private placement.. 556,102 10.3 590,867 13.7 402,877 14.0
Private placement 263,255 4.9 271,993 6.3 169,042 5.9
Total fixed maturities . 4,621,271 85.8 3,636,150 84.5 2,299,432 80.1
Equity securities 21,545 04 39,733 0.9 30,781 1.1
Mortgage loans on real estate 483,627 . 385,307 . 321,862
Investment real estate:
Acquired for debt 2,131 . 2,321 . 5,285
Investment 22,900 . 17,735 . 18,535
Policy loans 178,997 . 181,054 . 125,987
Other tong-term investments 6,032 ) 5,693 . 4,118
Short-term investments 50,866 . 32,863 R 64,659
Total investments $ 5,387,369 100.0 % $ 4,300,856 0 % $ 2,870,659

As of December 31, 2002, 94.9% (based on carrying value) of the fixed maturity securities were investment grade
debt securities, defined as being in the highest two National Association of Insurance Commissioners (NAIC)
designations. Non-investment grade debt securities generally provide higher yields and involve greater risks than
investment grade debt securities because their issuers typically are more highly leveraged and more vulnerable to
adverse economic conditions than investment grade issuers. In addition, the trading market for these securities is
usually more limited than for investment grade debt securities. We regularly review the percentage of our portfolio
that is invested in non-investment grade debt securities (NAIC designations 3 through 6). As of December 31, 2002,
the investment in non-investment grade debt was 5.1% of fixed maturity securities. At that time no single
non-investment grade holding exceeded 0.2% of total investments. A summary of the gross unrealized gains and
gross unrealized losses on our fixed maturity securities, by internal industry classification, as of December 31, 2002
is as follows:

Carrying

Carrying Value Value of

of Securities Securities

Total with Gross Gross with Gross Gross
Carrying Unrealized Unrealized Unrealized Unrealized
Value Gains Gains Losses Losses
(Dollars in thousands)
Corporate securities:

Banking ........cccovvvenricnurincomneiinnnnnennens $ 647,864 $ 589,087 § 54,094 $ 58,777 $ (2,955)
Manufacturing . . 461,506 371,838 34,564 89,668 (5,660)
Mining.............. . 138,824 126,829 10,270 11,995 (1,760)
Retail trade ... 80,359 64,602 6,374 15,757 (4,016)
Services ....ooeene 51,177 42,186 1,483 8,991 327)
Transportation .. 316,758 207,559 17,908 109,199 (25,119)
Public utilities... 133,859 94,068 6,555 39,791 (3,942)
(011,17 PO 50,045 49,564 3,693 481 (248)
Total corporate securities...... . 1,880,392 1,545,733 134,941 334,659 (44,027)
Mortgage and asset-backed securities.......... 2,428,654 2,251,725 109,528 176,929 (5,029)
United States Government and agencies...... 215,525 152,591 7,168 62,934 (3,077)
State, municipal and other governments....... 96,700 82,039 6,284 14,661 (2,024)
Total oo $ 4,621,271  § 4,032,088 § 257,921 § 589,183 3 (54,157)

29




The following table sets forth the credit quality, by NAIC designation and Standard & Poors (S & P) rating
equivalents, of fixed maturity securities.

December 31,

2002 2001 2000
NAIC Carrying Carrying Carrying
Designation Equivalent S&P Ratings (1) Value Percent Value Percent Value Percent
(Dollars in thousands)
(AAA, AA A) e $ 3,317,078 718 % § 2,297,216 632 % § 1,386,708 603 %
2 (BBB).ooeooie e 1,068,194 23.1 1,141,122 314 761,932 331
Total investment grade......... 4,385,272 94.9 3,438,338 94.6 2,148,640 93.4
3 (BB) e 157,231 34 129,748 35 120,495 52
4 (B) o 49,872 1.0 47,7171 1.3 21,762 1.0
5 (CCC,CC, Q) i, 26,183 0.6 9,582 0.3 6,478 0.3
6 In or near default................ 2,713 0.1 10,705 0.3 2,057 0.1
Total below investment
grade.....co.ocoomiienenicnn. 235,999 5.1 197,812 5.4 150,792 6.6
Total fixed maturities .......... $ 4,621,271 1000 % § 3,636,150 1000 % § 2,299432 1000 %
Q)] Private placement securities are generally rated by the Securities Valuation Office of the NAIC. Comparisons between NAIC
designations and S & P ratings are published by the NAIC. S & P has not rated some of the fixed maturity securities in our
portfolio.

The following table sets forth the composition by credit quality of the fixed maturity securities with gross unrealized
losses as of December 31, 2002.

Carrying Value
of Securities with Gross
NAIC Gross Unrealized Percent of Unrealized Percent of
Designation Equivalent S&P Ratings Losses Total Losses Total
(Dollars in thousands)
1 (AAA, AA, A) i $ 262,679 446 % $ (4,670) 8.6 %
2 (BBB) .ottt 198,109 33.6 (21,731) 40.1
Total investment grade ........c.ccorevvicerrenrircnncone 460,788 78.2 (26,401) 48.7
3 77,070 13.1 (12,599) 23.3
4 32,831 5.6 (7,671) 14.2
5 17,200 2.9 (3,097) 57
6 1,294 0.2 (4,389 8.1
Total below investment grade . 128,395 218 (27,756) 51.3
TOMAl ..t $ 589,183 1000 % 3% (54,157) 100.0 %

As of December 31, 2002, $26.4 million or 48.7%, of the gross unrealized losses on our fixed maturity securities are
rated investment grade. Unrealized losses on investment grade securities principally relate to changes in market
interest rates or changes in credit spreads since the securities were acquired. Any such unrealized losses are
recognized in income if, and when, we decide to sell the securities.

As of December 31, 2002, $27.8 million, or 51.3%, of the gross unrealized losses on our fixed maturity securities are
rated below investment grade. We believe the issuers of these securities will continue to make payments as
scheduled, and we have the ability and intent to hold these securities until they recover in value or mature. The
scheduled maturity dates for securities in an unrealized loss position at December 31, 2002 is as follows.

Carrying Value of

Securities with Gross
Gross Unrealized Unrealized
Losses Losses
(Dollars in thousands)

DUE IR ONE YEAT OF 1855 ... cviuiririeii et eete ettt ettt st caeb s sas s s ebessesas aes s ee st aran e s esennes $ 1,970 $ (3,361)
Due after one year through five years.... 54,677 (7,924)
Due after five years through ten years 95,545 (11,848)
DUE AfIET tEN YEATS ..ot ettt 247,086 (25,321)
399,278 (48,454)
Mortgage and asset-backed SECUTLIES.........ccoooiiiiiii 176,929 (5,029)
Redeemable preferred stock 12,976 (674)
TOUAL ettt ettt e b e et b ettt ae st d R tebe ek bR sk ne s st b e Re s r e teneas $ 589,183 3 (54,157)

At December 31, 2002, no securities from the same issuer had an aggregate unrealized loss in excess of $3.4 million.
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Mortgage and other asset-backed securities constitute a significant portion of our portfolio of securities. These
securities are purchased when we believe these types of investments provide superior risk-adjusted returns compared
to returns of more conventional investments such as corporate bonds and mortgage loans. These securities are
diversified as to collateral types, cash flow characteristics and maturity.

The return of principal on mortgage and other asset-backed securities occurs more frequently and is more variable
than that of more traditional fixed maturity securities. The principal prepayment speeds (e.g., the rate of individuals
refinancing their home mortgages) can vary based on a number of economic factors that can not be predicted with
certainty. These factors include the prevailing interest rate environment and general status of the economy.
Deviations in actual prepayment speeds from that originally expected can cause a change in the yield earned on
mortgage and asset-backed securities purchased at a premium or discount. Increases in prepayment speeds, which
typically occur in a decreasing interest rate environment, generally increase the rate at which discount is accrued and
premium is amortized into income. Decreases in prepayment speeds, which typically occur in an increasing interest
rate environment, generally siow down the rate these amounts are recorded into income.

The mortgage-backed portfolio includes pass-through and collateralized mortgage obligation (CMO) securities.
With a pass-through security, we receive a pro rata share of principal payments as payments are made on the
underlying mortgage loans. CMOs consist of pools of mortgages divided into sections or "tranches” which provide
sequential retirement of the bonds. We invest in sequential tranches, which provide cash flow stability in that
principal payments do not occur until the previous tranches are paid off. In addition, to provide call protection and
more stable average lives, we invest in CMOs such as planned amortization class (PAC) and targeted amortization
class (TAC) securities. CMOs of these types provide more predictable cash flows within a range of prepayment
speeds by shifting the prepayment risks to support tranches. We do not purchase certain types of collateralized
mortgage obligations that we believe would subject the investment portfolio to greater than average risk. These
include, but are not limited to, interest only, principal only, floater, inverse floater, PAC II, Z and support tranches.
However, in connection with the Kansas Farm Bureau Life acquisition, we did acquire Z securities with a carrying
value of $37.5 million at December 31, 2002. These securities generally tend to have more duration risk (risk the
security’s price will change significantly with a given change in market interest rates) than the other types of
mortgage-backed securities in our portfolio.

The following table sets forth the amortized cost, par value and carrying value of our mortgage and asset-backed
securities at December 31, 2002, summarized by type of security.

Percent of
Amortized Carrying Fixed
Cost Par Value Value Maturities
(Dollars in thousands)
Residential mortgage-backed securities:
SEQUENLIAL ....coe. it $ 1,560,867 $ 1,573,721 $ 1,624,949 352 %
Pass through.....c...ocoiiniiiinn, 159,415 159,492 165,280 36
Planined and targeted amortization class 131,979 132,555 136,926 3.0
(777 OO PP PO PSPPSR PRUP PP 49,498 50,597 53,546 1.1
Total residential mortgage-backed securities.....c....covivvecenicrnien. 1,901,759 1,916,365 1,980,701 429
Commercial mortgage-backed securities 235,625 233,358 255,385 55
Other asset-backed securities.............cco..cee.. 186,771 189,754 192,568 4.2
Total mortgage and asset-backed SECURtIES .......ccovevrvceivenrirncncnene $ 2,324,155 $ 2,339,477 $ 2,428,654 52.6 %

The commercial and other asset-backed securities are primarily sequential securities. Commercial mortgage-backed
securities typically have cash flows that are less sensitive to interest rate changes than residential securities of
similar types due principally to prepayment restrictions on many of the underlying commercial mortgage loans.
Other asset-backed securities are principally mortgage related (manufactured housing and home equity loans) which
historically have also demonstrated relatively less cash flow volatility than residential securities of similar types.

At December 31, 2002, we held $21.5 million or 0.4% of invested assets in equity securities. At December 31,
2002, gross unrealized gains totaled $0.7 million and gross unrealized losses totaled $1.4 million on these securities.

At December 31, 2002, we held $483.6 million or 9.0% of invested assets in mortgage loans. These mortgage loans
are diversified as to property type, location and loan size, and are collateralized by the related properties. At
December 31, 2002, mortgages more than 60 days delinquent accounted for less than 2.0% of the carrying value of
the mortgage portfolio. Our mortgage lending policies establish limits on the amount that can be loaned to one
borrower and require diversification by geographic location and collateral type. Regions with the largest
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concentration of our mortgage loan portfolio at December 31, 2002 include: Pacific (27.7%), which includes
California; and West South Central (16.7%), which includes Oklahoma and Texas. Mortgage loans on real estate
are also diversified by collateral type with office buildings (38.8%), retail facilities (30.3%) and industrial facilities
(26.4%) representing the largest holdings at December 31, 2002.

Other Assets

Deferred policy acquisition costs increased 30.2% to $468.8 million at December 31, 2002 due to the capitalization
of costs incurred with new sales, principally from the American Equity coinsurance agreement. Assets held in
separate accounts decreased 2.4% to $347.7 million at December 31, 2002 due primarily to fluctuations in market
value, partially offset by the transfer of net premiums to the separate accounts. At December 31, 2002, we had total
assets of $6,799.5 million, a 20.8% increase from total assets at December 31, 2001.

The securities and indebtedness of related parties line on the balance sheet, which includes the investments that
generate our equity income, is comprised of the following:

December 31,
2002 2001
(Dollars in thousands)

American Equity Investment Life Holding Company, common and preferred

SEOCK .ottt ettt b et ettt b ese e re et $ 31,667 $ 29,883
Berthel Fisher and Company and affiliates...........c.ccocooveminnniiiccniniicecnc 4,059 6,177
Venture capital investment parterships (8 in 2002 and 2001) ......cccocovvvervvnnne. 2,340 5,553
Real estate investment partnerships (5 in 2002 and 7 in 2001).......cccooevveiernvennnn. 8,268 15,556
Mortgage loans and other ... e 6,047 1,648

52,381 58,817
Proportionate share of net unrealized investment losses of equity investees......... (4,096) (1,036)
Securities and indebtedness of related parties.............c.ccoeeviiiieriiiiececc e 3 48,285 $ 57,781

Securities and indebtedness of related parties decreased 16.4% to $48.3 million due principally to a decrease in real
estate held as securities and indebtedness of related parties and an increase in our share of unrealized investment
losses on investments (primarily fixed maturity securities) owned by American Equity Investment Life Holding
Company. Since we record American Equity Investment Life Holding Company's results one quarter in arrears, this
reflects the valuation of its investments as of September 30, 2002 and 2001.

Liabilities and Redeemable Preferred Stock

Policy liabilities and accruals and other policyholders' funds increased 27.1% to $5,318.3 million at December 31,
2002 primarily due to the addition of the American Equity business and growth in the volume of business in force
from our core distribution system. We reclassified our $40.0 million debt from long-term to short-term as the debt is
due September 17, 2003. Deferred income taxes increased 69.7% to $101.2 million at December 31, 2002 due
primarily to an increase in deferred taxes on the change in unrealized appreciation/depreciation on fixed maturity
securities. Other liabilities decreased 38.6% to $147.5 million at December 31, 2002 due primarily to a decrease in
payables for security purchases. At December 31, 2002, we had total liabilities of $5,955.4 million, a 21.9%
increase from total liabilities at December 31, 2001,

Our variable annuity contracts contain a guaranteed minimum death benefit (GMDB) rider. For a majority of our
contracts, the GMDB provides for a return of the contract holder's premiums deposited into the contract, net of
partial withdrawals, upon the contract holder's death. Our exposure to the GMDBs (GMDB exceeds account value),
net of reinsurance ceded, totaled $43.7 million at December 31, 2002 and $17.2 million at December 31, 2001.
Reserves for this benefit, which take into account the probability of death before the account value increases to an
amount equal to or greater than the GMDB, totaled $0.5 million at December 31, 2002 and $0.2 million at
December 31, 2001.

Series C redeemable preferred stock increased 3.4% to $85.5 million at December 31, 2002 from $82.7 million at

December 31, 2001. This increase represents the accretion of the discount on these securities. The Series C
redeemable preferred stock was issued at an $11.6 million discount. The mandatory redemption is structured so that
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49.5% of the Series C preferred stock will be redeemed at par value, or $45.3 million, on January 2, 2004 with the
remaining 50.5% redeemed at par value, or $46.3 million, on January 3, 2006.

Stockholders’ Equity

Stockholders’ equity increased 16.9%, to $661.4 million at December 31, 2002, compared to $565.8 million at
December 31, 2001. This increase is principally attributable to net income for the year and the change in unrealized

appreciation/depreciation on fixed maturity and equity securities, partially offset by dividends paid.

At December 31, 2002, common stockholders’ equity was $658.4 million, or $23.71 per share, compared to $562.8
million, or $20.53 per share at December 31, 2001. Included in stockholders’ equity per common share is $3.43 at
December 31, 2002 and $1.43 at December 31, 2001 attributable to net unrealized investment gains resulting from
marking our fixed maturity and equity securities classified as available for sale to market value. The change in
unrealized appreciation of fixed maturity and equity securities increased stockholders’ equity $55.8 million during
2002, after related adjustments to deferred policy acquisition costs, value of insurance in force acquired, unearned
revenue reserve and deferred income taxes. The change in unrealized appreciation is primarily the result of a
decrease in market interest rates as of December 31, 2002 compared to December 31, 2001.

Market Risks of Financial Instruments

Interest rate risk is our primary market risk exposure. Substantial and sustained increases and decreases in market
interest rates can affect the profitability of insurance products and market value of investments. The yield realized
on new investments generally increases or decreases in direct relationship with interest rate changes. The market
value of our fixed maturity and mortgage loan portfolios generally increases when interest rates decrease, and
decreases when interest rates increase.

A majority of our insurance liabilities are backed by fixed maturity securities and mortgage loans. The fixed
maturity securities have laddered maturities and a weighted average life of 6.0 years at December 31, 2002 and 8.4
years at December 31, 2001. Accordingly, the earned rate on the portfolio lags behind changes in market yields.
The extent that the portfolio yield lags behind changes in market yields generally depends upon the following
factors:

¢ The average life of the portfolio.
The amount and speed at which market interest rates rise or fall.
The amount by which bond calls, mortgage loan prepayments and paydowns on mortgage and asset-backed
securities accelerate during periods of declining interest rates.

¢ The amount by which bond calls, mortgage loan prepayments and paydowns on mortgage and asset-backed
securities decelerate during periods of increasing interest rates.

For a majority of our traditional insurance products, profitability is significantly affected by the spreads between
interest yields on investments and rates credited on insurance liabilities. For variable and equity-indexed products,
profitability on the portion of the policyholder's account balance invested in the fixed general account option, if any,
is also affected by the spreads earned. For the variable products, the policyholder assumes essentially all the
investment earnings risk for the portion of the account balance invested in the separate accounts.

For a substantial portion of our direct business in force, we have the ability to adjust interest or dividend crediting
rates in reaction to changes in portfolio yield. We had the ability to adjust rates on 93% of our liabilities at
December 31, 2002 and 92% at December 31, 2001. However, the ability to adjust these rates is limited by
competitive factors. Surrender rates could increase and new sales could be negatively impacted if the crediting rates
are not competitive with the rates on similar products offered by other insurance companies and financial services
institutions. In addition, if market rates were to decrease substantially and stay at a low level for an extended period
of time, our spread could be lowered due to interest rate guarantees on many of our interest sensitive products. At
December 31, 2002 and 2001, interest rate guarantees on our direct interest sensitive products ranged from 3.00% to
5.50%. The weighted average guarantee was 3.39% at December 31, 2002 and 3.50% at December 31, 2001. At
December 31, 2002, direct annuities and universal life products with an aggregate account value of $62.5 miilion
were receiving interest credited at the guaranteed rate and direct annuities and universal life products with an
aggregate account value of $14.3 million were receiving interest credited at a rate within 50 basis points of the
applicable guaranteed rate.
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For a substantial portion of business assumed from NTL and American Equity, NTL and American Equity,
respectively, have the ability to adjust interest and dividend crediting rates in reaction to portfolio yield. While we
are precluded from directly controlling these rates, we do manage certain aspects of NTL through a management
agreement and have a representative on American Equity's Board of Directors. Most of the traditional annuity and
universal life insurance contracts assumed from American Equity and NTL have guaranteed minimum crediting
rates. For contracts assumed from American Equity, these rates range from 3.00% to 4.00%, with a weighted
average crediting rate of 3.13% at December 31, 2002. For contracts assumed from NTL, these rates range from
3.00% to 4.00% with a weighted average crediting rate of 3.68% at December 31, 2002. At December 31, 2002,
none of the contracts assumed from American Equity or NTL were receiving interest credited at a rate within 50
basis points of the applicable guaranteed rate.

For the equity-indexed products, we purchase, indirectly through American Equity, call options that are designed to
match the return owed to contract holders who elect to participate in one or more market indexes. In 2002, proceeds
from the maturity of call options totaled $3.8 million while related index amounts credited to contract holders'
account balances totaled $4.2 million. Profitability on the portion of the equity-indexed products tied to market
indexes is significantly impacted by the spread on interest eamed on investments and the sum of (1) cost of
underlying call options purchased to match the returns owed to contract holders and (2) minimum interest
guarantees owed to the contract holder, if any. American Equity manages the cost of the call options through the
terms of the equity-indexed annuities, which permit adjustments to annual participation rates, asset fees, and/or caps,
subject to guaranteed minimums. The minimum guaranteed contract values are equal to 80% to 100% of the
premium collected plus interest credited at a cumulative annual rate of 3.00%. Profitability on the equity-indexed
annuities in any given year is also impacted by changes in the fair value of the embedded option which provides the
contract holder the right to participate in market index returns after the next anniversary date of the contract. This
impacts profitability because we only purchase one-year call options, through American Equity, to fund the retumns
owed to the contract holders at the inception of each contract year. This practice matches well with the contract
holders’ rights to switch to different indexes on each anniversary date. The value of the forward starting options
embedded in the equity-indexed annuities can fluctuate with changes in assumptions as to future volatility of the
market indexes, risk free interest rates, market returns and the lives of the contracts.

We design our products and manage our investment portfolio in a manner to encourage persistency and to help
ensure targeted spreads are earned. In addition to the ability to change interest crediting rates on our direct products,
certain interest sensitive contracts have surrender and withdrawal penalty provisions.

The following is a summary of the surrender and discretionary withdrawal characteristics of our interest sensitive
products and supplementary contracts without life contingencies:

Reserve Balance at
December 31,
2002 2001
(Dollars in thousands)

Direct business:
Surrender charge rate:

Greater than or €qUAl t0 5% ....coeeericiiirrerier e e $ 443,123 $ 388,835
Less than 5%, but still subject to surrender charge..........cooccvvcvvnviinnnes 302,145 359,339
Not subject to surrender Charge ... 1,607,153 1,319,069
Not subject to surrender or discretionary withdrawal...........cccoocevennnininnenn. 173,279 165,350

Business assumed from NTL and American Equity:
Surrender charge rate:

Greater than or eqUal 10 5% ....oveiiiiee e 1,313,861 478,556
Less than 5%, but still subject to surrender charge .............cooiniicninnnns 106,899 163,054
Not subject to surrender Charge ..o e 75,730 58,517
Not subject to surrender or discretionary withdrawal............ccovnieii 7,718 7,922
TOAT ..ottt ettt e b e r e et rees $ 4,029,908 $ 2,940,642

A major component of our asset-liability management program is structuring the investment portfolio with cash flow

characteristics consistent with the cash flow characteristics of our insurance liabilities. We use computer models to

perform simulations of the cash flows generated from existing insurance policies under various interest rate

scenarios. Information from these models is used in the determination of interest crediting rates and investment

strategies. Effective duration is a common measure for price sensitivity to changes in interest rates. It measures the
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approximate percentage change in the market value of a portfolio when interest rates change by 100 basis points.
This measure includes the impact of estimated changes in portfolio cash flows from features such as bond calls and
prepayments. When the estimated durations of assets and liabilities are similar, exposure to interest rate risk is
reduced because a change in the value of assets should be largely offset by a change in the value of liabilities. The
effective duration of our fixed maturity portfolio was approximately 4.1 at December 31, 2002 and 5.1 at December
31, 2001. The effective duration of the interest sensitive products was approximately 4.4 at December 31, 2002 and
4.1 at December 31, 2001.

If interest rates were to increase 10% from levels at December 31, 2002 and 2001, our fixed maturity securities and
short-term investments would decrease approximately $68.0 million at December 31, 2002 and $94.3 million at
December 31, 2001. This hypothetical change in value does not take into account any offsetting change in the value
of insurance liabilities for investment contracts since we estimate such value to be the cash surrender value of the
underlying contracts. If interest rates were to decrease 10% from levels at December 31, 2002 and 2001, the fair
value of our debt and mandatorily redeemable preferred stock of subsidiary trust would increase $2.1 million at
December 31, 2002 and $2.8 million at December 31, 2001.

The computer models used to estimate the impact of a 10% change in market interest rates use many assumptions
and estimates that materially impact the fair value calculations. Key assumptions used by the models include an
immediate and parallel shift in the yield curve and an acceleration of bond calls and principal prepayments on
mortgage and other asset-backed securities. The above estimates do not attempt to measure the financial statement
impact on the resulting change in deferred policy acquisition costs, value of insurance in force acquired, unearned
revenue reserves and income taxes. Due to the subjectivity of these assumptions, the actual impact of a 10% change
in rates on the fair market values would likely be different from that estimated.

Equity price risk is not material to us due to the relatively small equity portfolio held at December 31, 2002.
However, we do earn investment management fees (on those investments managed by us) and mortality and expense
fee income based on the value of our separate accounts. On an annualized basis, the investment management fee
rates range from 0.20% to 0.45% for 2002, 2001 and 2000. The mortality and expense fee rates range from 0.90%
to 1.40% for 2002, 2001 and 2000. As a result, revenues from these sources do fluctnate with changes in the market
value of the equity, fixed maturity and other securities held by the separate accounts. In addition, we have equity
price risk to the extent we may owe amounts under the guaranteed minimum death benefit provisions of our variable
annuity contracts. See "Financial Condition — Liabilities and Redeemable Preferred Stock" for discussion of this
exposure.

Liquidity
FBL Financial Group, Inc.

Parent company cash inflows from operations consists primarily of (i) dividends from subsidiaries, if declared and
paid, (ii) fees which it charges the various subsidiaries and affiliates for management of their operations, (iii)
expense reimbursements from subsidiaries and affiliates and (iv) tax settlements between the parent company and its
subsidiaries. Cash outflows are principally for salaries and other expenses related to providing these management
services, dividends on outstanding stock and interest on our holding company debt issued to a subsidiary. In
addition, our parent company will on occasion enter into capital transactions such as the acquisition of our common
stock.

We acquired Class A common shares totaling 5,900 in 2001 and 4,358,397 in 2000 as a result of stock repurchases.
These transactions reduced stockholders' equity by $0.1 million in 2001 and $85.8 million in 2000.

We paid cash dividends on our common and preferred stock totaling $12.6 million in 2002, $12.5 million in 2001
and $11.0 million in 2000. Interest payments on the parent company’s 5% Subordinated Deferrable Interest Notes
(the Notes), relating to the company-obligated mandatorily redeemable preferred stock of subsidiary trust, totaled
$5.0 million in 2002, 2001 and 2000. It is anticipated that cash dividend requirements for 2003 will be $0.10 per
quarter per common and Series C preferred share and $0.0075 per quarter per Series B preferred share, or
approximately $12.7 million. In addition, interest payments on the Notes are estimated to be $5.0 million for 2003.

We have agreed that we will not declare or pay dividends on any class or series of stock except for regular cash
dividends (defined as regular, fixed, quarterly or other periodic cash dividends as declared by our Board of Directors
as part of the stated cash dividend policy and do not include any other dividends or distributions, such as
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extraordinary, special or otherwise non-recurring dividends) as long as any Series C redeemable preferred stock is
outstanding.

FBL Financial Group, Inc. expects to rely on available cash resources and on dividends from Farm Bureau Life to
make any dividend payments to its stockholders and interest payments on its Notes. In addition, it is anticipated that
a combination of available cash resources, additional borrowings and dividends from Farm Bureau Life will be used
to fund the scheduled redemption of the Series C preferred stock in 2004 ($45.3 million) and 2006 (346.3 million).

The ability of Farm Bureau Life to pay dividends to FBL Financial Group, Inc. is limited by law to earned profits
(statutory unassigned surplus) as of the date the dividend is paid, as determined in accordance with accounting
practices prescribed by insurance regulatory authorities of the State of Jowa. In addition, under the Iowa Insurance
Holding Company Act, Farm Bureau Life may not pay an "extraordinary” dividend without prior notice to and
approval by the Iowa insurance commissioner. An "extraordinary” dividend is defined under the Iowa Insurance
Holding Company Act as any dividend or distribution of cash or other property whose fair market value, together
with that of other dividends or distributions made within the preceding 12 months, exceeds the greater of (i) 10% of
policyholders' surplus (total statutory capital stock and statutory surplus) as of December 31 of the preceding year,
or (ii) the statutory net gain from operations of the insurer for the 12-month period ending December 31 of the
preceding year. During 2003, the maximum amount legally available for distribution to FBL Financial Group, Inc.
without further regulatory approval is $39.2 million.

We may from time to time review potential acquisition opportunities. It is anticipated that funding for any such
acquisition would be provided from available cash resources, debt or equity financing. As of December 31, 2002, we
had no material commitments for capital expenditures. The parent company had available cash and investments
totaling $28.3 million at December 31, 2002.

Insurance Operations

The Life Companies' cash inflows consist primarily of premium income, deposits to policyholder account balances,
product charges on variable products, income from investments, sales, maturities and calls of investments and
repayments of investment principal. The Life Companies' cash outflows are primarily related to withdrawals of
policyholder account balances, investment purchases, payment of policy acquisition costs, policyholder benefits,
income taxes, dividends and current operating expenses. Life insurance companies generally produce a positive
cash flow which may be measured by the degree to which cash inflows are adequate to meet benefit obligations to
policyholders and normal operating expenses as they are incurred. The remaining cash flow is generally used to
increase the asset base to provide funds to meet the need for future policy benefit payments and for writing new
business. The Life Companies' liquidity positions continued to be favorable in 2002, with cash inflows at levels
sufficient to provide the funds necessary to meet their obligations.

For the life insurance operations, cash outflow requirements for operations are typically met from normal premium
and deposit cash inflows. Net cash inflows (outflows) for the Life Companies’ continuing operations and financing
activities relating to interest sensitive products provided funds totaling $1,068.0 million in 2002, $536.0 million in
2001 and ($36.5) million in 2000. The significant increases in net cash flows in 2002 and 2001 are due principally
to the impact of the American Equity, Kansas Farm Bureau Life and NTL transactions. Net cash inflows are
primarily used to increase the insurance companies’ fixed maturity and short-term investment portfolios. The net
cash outflow for 2000 is primarily the result of a $32.8 million net payment for reserves pursuant to the individual
disability income coinsurance arrangement and increased surrender benefits on interest sensitive products and
rollovers from traditional products to variable products. This cash outflow was funded with available cash and cash
provided from investing activities. In developing their investment strategy, the Life Companies establish a level of
cash and securities which, combined with expected net cash inflows from operations, maturities of fixed maturity
investments and principal payments on mortgage and asset-backed securities and mortgage loans, are believed
adequate to meet anticipated short-term and long-term benefit and expense payment obligations.

Through membership in the Federal Home Loan Bank of Des Moines (FHLB), the Life Companies are eligible to
establish and borrow on a line of credit to provide additional liquidity. The line of credit available is based on the
amount of capital stock of the FHLB owned by the Life Companies, which supported a borrowing capacity of $84.6
million as of December 31, 2002. At December 31, 2002, we had outstanding borrowings of $40.0 million under
this arrangement, leaving a borrowing capacity of $44.6 million. Additional collateral would need to be deposited
with the FHLB in order to access this additional borrowing capacity. The outstanding debt is due September 17,
2003, and interest on the debt is charged at a variable rate equal to the London Interbank Offered Rate less 0.0475%
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(1.37% at December 31, 2002). Fixed maturity securities with a carrying value of $46.8 million are on deposit with
the FHLB as collateral for the note. It is management’s intention to refinance this note when it matures.

In the normal course of business, we enter into financing transactions, lease agreements, or other commitments
which are necessary or beneficial to our operations. These commitments may obligate us to certain cash flows
during future periods. The following table summarizes such obligations as of December 31, 2002.

Payments Due by Period

Less than 1~-3 After S
1 year years years

(Dollars in thousands)
Contractual obligations:
Maturity of short-term debt $ 40,000 $ 40,000 $
Redemption of Series C
redeemable preferred stock . 91,553 - 45,280 46,273 -
Home office operating lease ... 25,917 2,339 7,215 5,010 11,353
54,070 54,070 - - —

$ 211,540 3 96,409 $ 52465 $ 51,283 $ 11,353

We are also a party to other operating leases with total payments of approximately $1.0 million per year. Generally,
these leases are renewable annually with similar terms. Although our current intention is to renew these leases, we
are not obligated to do so. '

We anticipate that funds to meet our short-term and long-term capital expenditures, cash dividends to stockholders
and operating cash needs will come from existing capital and internally generated funds. We believe that the current
level of cash and available-for-sale and short-term securities, combined with expected net cash inflows from
operations, maturities of fixed maturity investments, principal payments on mortgage and asset-backed securities,
mortgage loans and our insurance products, are adequate to meet our anticipated cash obligations for the foreseeable
future. Our investment portfolio at December 31, 2002, included $50.9 million of short-term investments and
$659.6 million in carrying value of U.S. Government and U.S. Government agency backed securities that could be
readily converted to cash at or near carrying value. In addition, our cash balance at December 31, 2002 totaled
$263.0 million.

Accounting Changes

Effective January 1, 2002, we adopted Statement of Financial Accounting Standards (Statement) No. 141, "Business
Combinations," and Statement No. 142, "Goodwill and Other Intangible Assets." Under these Statements, goodwill
is not amortized but is subject to annual impairment tests in accordance with the Statements. In addition, Statement
No. 142 requires the identification and amortization of certain intangible assets that had previously been included as
a component of goodwill. We have performed impairment testing and determined none of our goodwill was
impaired as of December 31, 2002, In addition, we have no intangible assets included as a component of goodwill
that require separate accounting. On a pro forma basis without goodwill amortization, net income applicable to
common stock for 2001 would have been $37.7 million ($1.38 per share - basic and $1.35 - assuming dilution) and
for 2000 would have been $40.2 million ($1.32 per share - basic and $1.31 - assuming dilution).

During 2002, we announced that effective January 1, 2003 we will expense the cost of stock options in accordance
with Statement No. 123, "Accounting for Stock-Based Compensation." Under Statement Ne. 123, compensation
expense is recognized as stock options vest in an amount equal to the estimated fair value of the options on the date
of grant. In December 2002, the Financial Accounting Standards Board (FASB) issued Statement No. 148
"Accounting for Stock-Based Compensation — Transition and Disclosure." Statement No. 148 amends Statement
No. 123 by requiring more prominent and frequent disclosures regarding the effects of stock-based compensation
and provides for different transition methods in the adoption of Statement No. 123. Historically we have applied
Accounting Principles Board Opinion (APB) No. 25, "Accounting for Stock Issued to Employees," to stock option
grants, which generally has resulted in no compensation expense being recognized. We anticipate using the
prospective method in the adoption of Statement No. 123, Under the prospective method, expense will be
recognized for those options granted, modified or settled after the date of adoption. Assuming our historical level of
stock option issuance and similar option terms, we estimate that expensing stock options in 2003 will reduce net
income by approximately $0.2 million ($0.01 per common share). The impact of adoption will increase over the
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five year vesting period of the underlying options as options issued before the date of adopting Statement No. 123
will continue to be accounted for under APB No. 25.

In November 2002, the FASB issued FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” Interpretation No. 45
requires that a guarantor recognize, at the inception of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The recognition provisions of this Interpretation are applicable to guarantees
issued or modified after December 31, 2002. We do not anticipate that we will enter into any guarantees that would
require recognition as a liability, and accordingly, do not expect the impact of this Interpretation to be material to
our financial statements.

In January 2003, the FASB issued FASB Interpretation No. 46, “Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51.” Interpretation No. 46 establishes a variable interests model to follow when
determining whether or not to consolidate an entity that is not evaluated for consolidation under the traditional
voting interests model. This Interpretation generally requires that a company (investee) being evaluated under the
variable interests model must be consolidated if (a) the investor has decision making powers over the entity — that is,
the ability to buy and sell assets or conduct operations or (b) the investor is exposed to the majority of the risks or
rewards of the entity. In addition, the Interpretation requires that investments made by related parties be analyzed
together in applying the variable interests model. The disclosure provisions of this Interpretation are effective for
financial statements issued after January 31, 2003. The consolidation provisions are effective for new transactions
entered into after January 31, 2003 and for pre-existing entities as of July 1, 2003. We have one investment in a
storage facility, jointly owned with an affiliate, which will be consolidated under this Interpretation. At December
31, 2002, this company, which is currently being accounted for using the equity method, had total assets and total
liabilities of less than $10.0 million.

Effective January 1, 2001, we adopted Statement No. 133, "Accounting for Derivative Instruments and Hedging
Activities” and Statement No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities.”
Statement No. 133 requires companies to record derivatives on the balance sheet as assets or liabilities, measured at
fair value. Accounting for gains or losses resulting from changes in the values of those derivatives is dependent on
the use of the derivative and whether it qualifies for hedge accounting. Without hedge accounting, these gains or
losses are recorded as a component of net income. Statement No. 133 also allowed companies to transfer securities
classified as held for investment to either available-for-sale or trading categories in connection with the adoption of
the new standard. Statement No. 138 amends Statement No. 133 to clarify the appropriate accounting for certain
hedging transactions.

We have the following three different forms of derivatives on our consolidated balance sheets which are subject to

Statement No. 133:

e the feature of a convertible fixed maturity security that allows the conversion of a fixed maturity security into an
equity security is considered an embedded derivative,

o the rights of an equity-indexed annuity contract holder to participate in the index returns available under the
contract are considered embedded derivatives, and

e our reinsurance recoverable as it relates to call options purchased to fund returns to equity-indexed annuity
contract holders is considered an embedded derivative.

These derivatives are described more fully in Note 1 of the notes to the consolidated financial statements under the
captions “Investments — Fixed Maturities and Equity Securities,” “Reinsurance Recoverable” and “Future Policy
Benefits.”

The cumulative effect of adopting these Statements on net income was $0.3 million in 2001. This amount represents
the difference in accumulated net unrealized capital gains (losses) on the date of adoption, net of tax, resulting from
the change in accounting for the conversion features embedded in our convertible fixed maturity securities. Income
before cumulative effect of change in accounting for derivative instruments for 2001 was approximately $0.6
million less than what would have been recorded without the accounting change due to a decrease in the fair value
of these conversion features during the period. The impact of the accounting change on 2001 income relating to the
equity-indexed annuity derivatives was not quantified, but is not believed to be material to our financial position or
results of operations.

Upon the adoption of Statement No. 133, we transferred our fixed maturity securities classified as held for
investment, formerly recorded at amortized cost, to the available-for-sale category. In connection with this transfer,
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the securities were marked to market and the corresponding increase in carrying value totaling $2.8 million, net of
offsetting adjustments to deferred acquisition costs, value of insurance in force acquired, unearned revenue reserve
and income taxes, was credited to stockholders’ equity. Prior year financial statements were not restated.

In addition to the embedded derivatives noted above, we have modified coinsurance arrangements on certain
variable annuity and variable life insurance business under which the ceding company withholds funds. These
assets support the portion of the contract holder's funds allocated to the variable contract's declared interest option.
The investment return earned by the assuming company is based on a referenced pool of fixed maturity securities
held by the ceding company. Currently, there are varying interpretations as to whether or not these funds withheld
arrangements give rise to an embedded derivative to be accounted for separate from the debt host. For accounting
purposes, we do not treat these funds withheld arrangements as containing an embedded derivative. It is anticipated
that the FASB will provide guidance on this issue during 2003. If it is determined that our modified coinsurance
agreements contain an embedded derivative, we will be required to estimate the fair value of the embedded
derivatives at each balance sheet date and changes in the fair values of the derivatives will be recorded as income or
expense. At December 31, 2002, funds withheld on variable business assumed by us totaled $4.4 million and funds
withheld on variable business ceded by us totaled $3.1 million. We have not quantified the impact on our financial
statements if we accounted for our modified coinsurance contracts as having an embedded derivative. However, the
impact is not expected to be material due to the relatively small balances of funds withheld.

Effects of Inflation
We do not believe that inflation has had a material effect on our consolidated results of operations.

Cautionary Statement Regarding Forward-Looking Information

From time to time, we may publish statements relating to anticipated financial performance, business prospects, new
products, and similar matters. These statements and others that include words such as "expect"”, "anticipate",
"believe", "intend", and other similar expressions, constitute forward-locking statements under the Private Securities
Litigation Reform Act of 1995. The Private Securities Litigation Reform Act of 1995 provides a safe harbor for
these types .of statements as long as the information is identified as forward-looking and is accompanied by
meaningful, cautionary statements identifying important factors that could cause actual results to differ materially
from those projected in the information. The risks and uncertainties that may affect the operations, performance,
development and results of our business include but are not limited to the following:

e changes to interest rate levels and stock market performance may impact our lapse rates, market value of
our investment portfolio and our ability to sell life insurance products, notwithstanding product features to
mitigate the financial impact of such changes,

e the degree to which our products are accepted by customers and agents (including the agents of our alliance
partners) will impact our future growth rate,

e extraordinary acts of nature or man may result in higher than expected claim activity, and

e changes in federal and state income tax laws and regulations may affect the relative tax advantage of our
products.

ITEM 7a. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK

See [tem 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations — Market
Risks of Financial Instruments”, for our qualitative and quantitative disclosures about market risk.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
FBL Financial Group, Inc.

We have audited the accompanying consolidated balance sheets of FBL Financial Group, Inc. as of December 31,
2002 and 2001, and the related consolidated statements of income, changes in stockholders' equity, and cash flows
for each of the three years in the period ended December 31, 2002. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of FBL Financial Group, Inc. at December 31, 2002 and 2001, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 2002, in
conformity with accounting principles generally accepted in the United States.

As discussed in Note 1 to the consolidated financial statements, in 2002 the Company changed its method of
accounting for goodwill and in 2001 the Company changed its method of accounting for derivative instruments.

/s/ Ernst & Young LLP

Des Moines, Iowa
February 5, 2003
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FBL FINANCIAL GROUP, INC.
CONSOLIDATED BALANCE SHEETS
(Doliars in thousands, except per share data)

December 31,

2002

2001

Assets
Investments:
Fixed maturities — available for sale, at market (amortized cost: 2002 -
$4,417,507; 2001 - $3,560,988) .....ccovvvreriiirieinmrrericernerese st $ 4,621,271 $ 3,636,150
Equity securities — available for sale, at market (cost: 2002 - $22,196; 2001 -
$39,019) 1.oviiieeee e s 21,545 39,733
Mortgage 10ans on 1eal estate..........oeviviiiiinrirciiiiri e 483,627 385,307
Investment real estate, less allowances for depreciation of $4,662 in 2002
and $3,862 I 2001 ..ot 25,031 20,056
POLCY JOANS ..ottt bbbttt 178,997 181,054
Other long-term INVESIMENLS.........cceiriiviiiiiiiiiii i enseeas 6,032 5,693
ShOTt-TEITN INVESIMEIITS ..oeeeiiivviieiirireeeerre e ceiee e etaearsraeesareeesasresasseeesnenessraessoses 50,866 32,863
TOtAL INVESHTIENTS .....veeeeveererereeeereeeseeessesaeeetesesesssse et s st esasereseststetesessssesessesaneses 5,387,369 4,300,856
Cash and cash equivalents .............cccoviiniiiiici i 263,011 271,459
Securities and indebtedness of related parties .........ccccocvveiniiiinciiiiniiin, 48,285 57,781
Accrued INVESTMENT INCOIMIE . ...oocviivviieee e eeeeeeerrceteectreebeserreeseeetbenreesiaessreneres 53,642 51,207
Accounts and notes receivable......... et e —— e h e etbe e e e e et ebe et b e beanreeraenraes 80 235
Amounts receivable from affiliates............coooreiieieoiee e 3,649 3,504
ReInSurance r€COVEIADIE.......ccciiiiriiiririier e cicerine e st sreseie s ssereseneeinesrnesonnessns 95,455 101,287
Deferred policy acquISItion COSIS.....c.vvicriieriiiiiii e 468,793 360,156
Value of insurance in force acquired.........cccooeriiiiiiriiineniirccciie 48,526 50,129
Property and equipment, less allowances for depreciation of $51,198 in 2002
and $48,413 I 2001 ..o e e 35,115 40,385
Current income taxes reCOVETALIE ......coviiiiviiiiiieiiee e e 8,537 -
GOOAWILL ...ttt ennes 11,170 11,170
OO ASSCLS . eeeitertieeeeseee e et eete et e e eeeeeeesree e s e eenaeestte s e areeaaneeasastseesassassssneanatreennntee 28,100 24,572
Assets held in separate aCCOUNLS.......coovvirireniiieriicci e et 347,717 356,448
TOtA] ASSEIS..eviiveireeiiiririeeeresresere e e rerens s eseseetestesesbeseebesaete e ere e eseere s eresns $ 6799449 § 5,629,189
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FBL FINANCIAL GROUP, INC.
CONSOLIDATED BALANCE SHEETS (Continued)
(Dollars in thousands, except per share data)

December 31,

2002 2001
Liabilities and stockholders’ equity
Liabilities:
Policy liabilities and accruals:
Future policy benefits:
Interest sensitive and equity-indexed products ...........c.ococeveercrnenccen. $ 3,708,862 3 2,679,088
Traditional life insurance and accident and health products .................. 1,096,995 1,063,930
Unearmed TEVENUE TESEIVE ..........ivivvveruireieerrerieevieoeeereee et cevteeeareesraeenes 30,504 30,870
Other policy claims and bBENefits .........cocovveevrreeiiniiiiiiiirs e 19,846 22,009
4,856,207 3,795,897
Other policyholders’ funds:
Supplementary contracts without life contingencies ...........ccoeeeerececrenne 321,046 261,554
Advance premiums and other deposits...........cccciverrrnercninrner e 125,614 112,518
Accrued AiVIAENAS .....ccoveveririreeiiiirice e s 15,453 15,965
462,113 390,037
Amounts payable t0 affiliates........c.cc.cvvvreiircni e 625 886
SROI-TEIII AEDE ....ovivicvieiiieeee ettt et ee st s reveesaesesssraesennsnes 40,000 -
Long-term debt.........ocoooiiiieee e - 40,000
CUITENE INCOMIE TAXES ...vviiierierie ettt as e e st et s e b senanane - 444
Deferred IMCOME tAXES ..uoiiiveeiceiiieceeecir ittt sreenressire st sraeseaeetreentaesenrs 101,226 59,634
Other lHabilities. ..o 147,474 240,228
Liabilities related to Separate aCCOUNLS.........vvieierecririnieiiee e erees e saeene 347,717 356,448
Total Habilities ....cccovvoviiiieie ettt 5,955,362 4,883,574
Minority interest in subsidiaries:
Company-obligated mandatorily redeemable preferred stock
Of SUDSIAIATY TIUST...ccuiiiiiieeierecee et ertee s e svaeesaesrae e rrae e e 97,000 97,000
OHhET ...ttt st bttt e 210 131
Series C redeemable preferred stock, $26.8404 par and redemption value per
share - authorized 3,752,100 shares, issued and outstanding 3,411,000
SHATES ...vv ettt e b bt b re b e e sa e e e ens 85,514 82,691

Stockholders’ equity:
Preferred stock, without par value, at liquidation value — authorized
10,000,000 shares, issued and outstanding 5,000,000 Series B shares........ 3,000 3,000
Class A common stock, without par value — authorized 88,500,000 shares,
issued and outstanding 26,578,279 shares in 2002 and 26,215,685 shares

I 2001t caa et e e e anes 43,993 39,446
Class B common stock, without par value — authorized 1,500,000 shares,
issued and outstanding 1,192,990 shares..........ccccvivmnvininnrescenienierneesens 7,533 7,563
Accumulated other comprehensive INCOME ........cvvveeveririineeicirennenrserre s 95,145 39,364
Retained €armings ......ccocvvvnimerremn i s 511,692 476,420
Total stockholders’ eqUIty .........ccoceverrrercreirininre et 661,363 565,793
Total liabilities and stockholders’ equity .........ccccocvvveviiriinivrerree e $ 6,799449 § 5,629,189

See accompanying notes.
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FBL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF INCOME
{Dollars in theusands, except per share data)

Year ended December 31,

2002 2001 2000
Revenues:
Interest sensitive product charges ..........ccoevivnieiiiiiicininn, $ 78,475 $ 70,492 $ 59,780
Traditional life insurance premiums ...........ooooceveniiinennennnn, 121,999 114,998 83,830
Accident and health premiums.......c..ccccooviiiniiniinnnn, 493 3,044 9,654
Net INVEStMENt INCOIMIE ....covvveeviireieirrerereieresaresirreeesiaesereveees 348,359 285,087 221,369
Derivative income (108S) ..ccorirrinimienrininreneneeeneeesiene (10,418) 100 -
Realized 10Sses 0N INVESTMENES ......oveeeiiiiiicirienncrere e (14,879) (15,878) (25,960)
Other ICOMIE....coivireiiii et s et ee e e e e e 17,086 16,747 18,945
TOtal TEVEIUES ....vvviienivieerii ittt ecee e e et rae s seb e sersenen s 541,115 474,590 367,618
Benefits and expenses:
Interest sensitive product benefits.........oocveevvnniiciiin 208,578 169,272 127,605
Traditional life insurance and accident and health benefits ... 74,728 80,492 60,229
Increase in traditional life and accident and health future
policy Denefits ..o 33,262 23,680 19,066
Distributions to participating policyholders........................... 29,540 29,564 25,043
Underwriting, acquisition and insurance expenses ................ 102,449 92,475 72,930
INtEreSt EXPEMSE.....o.vvierrerriiriieiiii ittt 685 1,778 3,655
Other EXPENSES ...ccovvivririiiiriiii e 12,500 13,643 14,206
Total benefits and eXpenses.......ccooeevircereeiveeniierrens e 461,742 410,904 322,734
79,373 63,686 44,884
INCOMNE TAKES ..vvvvvriirirriieererrerieseerereeentese et seee e easenesresecnenestenes (23,869) (18,576) (13,602)
Minority interest in earnings of subsidiaries:
Dividends on company-obligated mandatorily redeemable
preferred stock of subsidiary trust...........cccoveviiiiiiicnnen, (4,850) (4,850) (4,850)
BT ovviiire ettt rte ettt et b e et e er et n b e (200) (113) 120
Equity income, net of related income taxes ... 214 254 12,195
Income before cumulative effect of change in accounting
principle and discontinued operations .........coooerencrrininne 50,668 40,401 38,747
Cumulative effect of change in accounting for derivative
INSTIUITIENIES .. veve v esceonreesieeereeeeenneere s etssbssnss b b sas s e onns - 344 -
Gain on disposal of property-casualty operations, net of related
INCOMIE TAXES .vovieeriiieeeereetereereeterenteeeeretesereeteeeatareseneesaenesiene - - 600
NELIICOMIE ....veiiiiiie ettt ettt et ebesers et eer e tseebesrae st seneanseens 50,668 40,745 39,347
Dividends on Series B and C preferred stock ......cccoevveeviinneennn. (4,337) (4,202) (150)
Net income applicable to common Stock ...........cvveereiiiiiinns $ 46,331 $ 36,543 $ 39,197
Earnings per common share:
Income before accounting change and discontinued
OPEIALIOTIS .veoeereverrerirecreiie it es ettt $ 168 § 132§ 1.27
Cumulative effect of change in accounting for derivative
INSITUMENES ...ootitiiiiieieircee et nren et ere et ere s - 0.01 -
Income from discontinued operations..........c.ceeceveeevencrrencnnn. - - 0.02
Eamnings per common share..........cccooevvnnecninencnnn . $ 168  § 133§ 1.29
Earnings per common share — assuming dilution:
Income before accounting change and discontinued
OPETALIONS .ottt rrret ettt nbees $ 164  § 130 § 1.25
Cumulative effect of change in accounting for derivative
INSLIUINENLS «vvieveericieeeeir et cnesne ettt be s - 0.01 -
Income from discontinued operations..........c.c.ooviiveniivinnnn. - - 0.02
Earnings per common share - assuming dilution.................... 3 164 § 1.31 $ 1.27
Cash dividends per common share ...........ccoceveeirececnnnnnnene $ 040 § 040 8 0.36

See accompanying notes.
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Balance at January 1, 2000..................
Comprehensive income:
Net income for 2000 ...........cconnie
Change in net unrealized investment
£aInS/IOSSES cvoviiiiiecc
Total comprehensive income
Purchase of 4,358,397 shares of
COMMON SLOCK ...cvverieiiiicrercreien
Issuance of 166,285 shares of
common stock under stock option
plan, including related income tax

Adjustment resulting from capital
transactions of equity investee .........
Dividends on preferred stock..............
Dividends on common stock ..............
Balance at December 31, 2000.............
Comprehensive income:
Net income for 2001 .........cccoevvienn
Cumulative effect of change in
accounting for derivative
INSITUMENLS v
Change in net unrealized investment
AINS/I0SSES .....covvviiniciiiic
Total comprehensive income..............
Purchase of 5,900 shares of common

Issuance of 106,465 shares of
common stock under compensation
and stock option plans, including
related income tax benefit...............

Dividends on preferred stock..............

Dividends on common stock..............

Balance at December 31, 2001.............

Comprehensive income:

Net income for 2002 ..............ccoev
Change in net unrealized investment
£RINS/IOSSES ...ovveieirieictrevrieeie

Total comprehensive income

Issuance of 362,594 shares of
common stock under compensation
and stock option plans, including
related income tax benefit................

Adjustment resulting from capital
transactions of equity investee

Dividends on preferred stock....

Dividends on common stock ...

Balance at December 31, 2002.............

FBL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
(Dellars in thousands)

Accumulated

Series B Class A Class B Other Total
Preferred Common Commeon Comprehensive  Retained  Stockholders’
Stock Stock Stock Income (Loss) Earnings Equity

3000 $ 42308 § 7,558 3 (49917) $ 502,059 $ 505,008

- - - - 39,347 39,347

- - - 27,472 - 27,472
66,819
- 6,277) - - (79,505) (85,782)

- 1,709 - - - 1,709

~ 29 5 - - 34
_ _ - - (150) (150)
- - - - (10,835) (10,835)

3,000 37,769 7,563 (22,445) 450,916 476,803

- - - - 40,745 40,745

- - - 2,406 - 2,406

- - - 59,403 - 59,403
102,554
- % - - (85) (94)

- 1,686 - - - 1,686
- - - - (4,202) (4,202)
— — — - (10,954) (10,954)

3,000 39,446 7,563 39,364 476,420 565,793

- - - - 50,668 50,668

- - - 55,781 - 55,781
106,449

- 4726 - - - 4,726

- 179 (30) - - (209)

— - - - (4,337) (4,337)

- - - ~ (11,059) (11,059)

3000 § 43993 § 7,533 3 95,145 § 511,692 § 661,363

See accompanying notes.
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FBL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

Year ended December 31,
2002 2001 2000

Operating activities
Continuing operations:
NELINCOME ...ovceveveririccricerre et st rar et e et $ 50,668 $ 40,745 % 38,747
Adjustments to reconcile net income to net cash provided
by continuing operations:
Adjustments related to interest sensitive products:
Interest credited to account balances, excluding

DONUS INETEST ...coveeeieiiiiieeeie ettt 175,692 141,801 104,896
Charges for mortality and administration..................... (75,658) (68,884) (58,987)
Deferral of unearmed revenues ...........coocoevevveviennerenenn. 2,159 2,485 2,851
Amortization of unearned revenue reserve.................. (1,978) (1,465) (745)
Provision for depreciation and amortization...........c.......... (626) 18,483 16,530
EQUILY INCOME........oremieiiiiiirerinictieieicninrn e eineeseresesnsnsenes (214) (254) (12,195)
Realized 10sses on INVESMENLS.........cccovveviveineeviiiieireesns 14,879 15,878 25,960
Increase (decrease) in traditional life and accident and
health benefit accruals, net of reinsurance.................... 33,262 8,923 (23,910)
Policy acquisition costs deferred ............cccoevvevcriirnennn, (151,157) (76,299) (39,954)
Amortization of deferred policy acquisition costs.............. 22,666 15,444 10,821
Provision for deferred income taxes.......ccccovveerereioveennen. 11,444 491 8,378
OHDET ...oveiieteiee e et b et ra s s nanas e 27,626 12,733 (15,444)
Net cash provided by continuing operations..............cceeveerveenenne 108,763 110,081 56,948
Discontinued operations:
NEL INCOMIE ....ovevevveereereereeereste et trnetesesretesesses et seesessasesses - - 600
Adjustments to reconcile net income to net cash provided
by discontinued OPErations .........cc.ccveeercererrrererunereerrnrnnnes — - (600)
Net cash provided by discontinued operations ..........c..c.coceeveuenen, - - -
Net cash provided by operating activities.........ccooveerevervrnnnrennee 108,763 110,081 56,948

Investing activities
Sale, maturity or repayment of investments:

Fixed maturities — held for investment..............cccovvvviiieevnennn. - - 55,846
Fixed maturities ~ available for sale ...........cccvvvvvieiiieeviieeennn 925,000 548,174 221,730
EQUILY SECUTITHES .....vecveieirrericieseesir e eaie e see e 16,540 7,832 20,346
Mortgage loans on real estate..........cocvevvveerveecrinnirennrnseneenns 61,155 27,847 41,850
Investment real eState............ccceeovemeeiecirevireeie e 500 2,296 644
Policy J0ANS....ccivviiriecieneceieere e 42,352 41,585 29,168
Other long-term INVeStMENtS.......c.c.cecverrreerniineerensererieenens 715 390 1,104
Short-term investments — et .........cooovvvevevevvvrveneveccnrevrraeeeens - 66,374 41,870
1,046,262 694,498 412,558
Acquisition of investments:
Fixed maturities — available for sale ..........cccecooveirieenicrn {1,896,056) (853,651) (222,251)
EqUity SECUTILIES .. .cvvveerriiriiiivinri v seten sttt (4,069) (2,144) (2,491)
Mortgage loans on real estate.........c..ccceveevenicrnirseninnenieenenn, (159,444) (60,599) (49,306)
Investment 1eal €StALe........cccocvvveercrirenercrere e (3,104) - -
POliCY 10818 .c..oiiiiiiii e e (40,295) (42,155) (31,438)
Other long-term INVEStMENTS.........ccocovererercrininrorenriercrennenis (506) (1,792) -
Short-term INvVestments — Net ........ccoveevirvvrcereneeeeereeeee e, (18,003) - —
(2,121,477) (960,341) (305,486)
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FBL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
(Dollars in thousands)

Year ended December 31,
2002 2001 2000

Investing activities (continued)
Proceeds from disposal, repayments of advances and other

distributions from equity iINVESIEES .........cocvervrrrrirerrcrirrrninene $ 6,618 $ 5,715 $ 8,747
Investments in and advances to equity investees...........c.oveunee. (50) (1,151) (1,505)
Net proceeds from sale of discontinued operations ..................... - 2,000 2,000
Net cash received in acquisition and coinsurance transaction ...... - 3,202 -
Net purchases of property and equipment and other..................... (5,834) (5,148) (11,526)
Net cash provided by (used in) investing activities ...................... (1,074,481) (261,225) 104,788
Financing activities
Receipts from interest sensitive, equity-indexed and variable

products credited to policyholder account balances................ 1,258,029 700,217 217,657
Return of policyholder account balances on interest sensitive,

equity-indexed and variable products .............cocoevuivrieieennn, (287,151) (264,702) (281,094)
Repayments of short-term debt...........coocovevvrennninniceicneeiene - - (1,751)
Distributions on company-obligated mandatorily redeemable

preferred stock of subsidiary trust...........ccoeevviieciiceivinennn, (4,850) (4,850) (4,850)
Other contributions (distributions) related to minority

INEETESTS — TIEL ...eeutiniiieitieriitestet et see e e et ere e v sas et erees (184) (124) 117
Purchase of common Stock ........cooevivinirieiinicieneee e - (94) (85,782)
Issuance of comMmON StOCK........ccovvieieviniinirccececee e e 3,999 1,527 1,569
Dividends paid.........cccccevrerrrinininicrinenre s (12,573) (12,470) (10,985)
Net cash provided by (used in) financing activities.................... 957,270 419,504 (165,119)
Increase (decrease) in cash and cash equivalents................ e (8,448) 268,360 (3,383)
Cash and cash equivalents at beginning of year...........c.c.ccoouenen. 271,459 3,099 6,482
Cash and cash equivalents at end of year ........c.ccooevrvrcreecenennnna, 3 263011 § 271459 % 3,099
Supplemental disclosures of cash flow information
Cash paid during the year for:

TIEETES . vttt ettt s et s ere et e s e s een $ 692 $ 1,730 $ 3,658

INCOME tAXES ...vvvereierireiiieecitee e e s 20,585 8,126 21,374
Non-cash operating activity:

Deferral of bonus interest credited to account balances.......... 19,079 5,241 -

See accompanying notes.
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FBL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Significant Accounting Policies

Nature of Business

FBL Financial Group, Inc. (we or the Company) operates predominantly in the life insurance industry through its
principal subsidiaries, Farm Bureau Life Insurance Company (Farm Bureau Life) and EquiTrust Life Insurance

Company (EquiTrust) (collectively, the Life Companies). We currently market individual life insurance policies
and annuity contracts to Farm Bureau members and other individuals and businesses in the midwestern and western
sections of the United States through an exclusive agency force. Variable universal life insurance and variable
annuity contracts are also marketed in these and other states through alliances with other insurance companies and a
regional broker/dealer. In addition to writing direct insurance business, we assume through coinsurance agreements
a percentage of certain business written by American Equity Investment Life Insurance Company (American
Equity) and National Travelers Life Company (NTL). These coinsurance agreements utilize excess capital and
increase our volume of business in force. Several subsidiaries support various functional areas of the Life
Companies and other affiliates, by providing investment advisory, marketing and distribution, and leasing services.
In addition, we manage three Farm Bureau affiliated property-casualty companies.

Consolidation

Our consolidated financial statements include the financial statements of FBL Financial Group, Inc. and its direct
and indirect subsidiaries. All significant intercompany transactions have been eliminated.

Accounting Changes

As discussed in the "Goodwill" section that follows, effective January 1, 2002 we changed our method of accounting
for goodwill.

During 2002, we announced that effective January 1, 2003 we will expense the cost of stock options in accordance
with Statement of Financial Accounting Standards (Statement) No. 123, "Accounting for Stock-Based
Compensation." Under Statement No. 123, compensation expense is recognized as stock options vest in an amount
equal to the estimated fair value of the options on the date of grant. In December 2002, the Financial Accounting
Standards Board (FASB) issued Statement No. 148, "Accounting for Stock-Based Compensation — Transition and
Disclosure.” Statement No. 148 amends Statement No. 123 by requiring more prominent and frequent disclosures
regarding the effects of stock-based compensation and provides for different transition methods in the adoption of
Statement No. 123. Historically we have applied Accounting Principles Board Opinion (APB) No. 25, "Accounting
for Stock Issued to Employees," to stock option grants, which generally has resulted in no compensation expense
being recognized. We anticipate using the prospective method in the adoption of Statement No. 123. Under the
prospective method, expense will be recognized for those options granted, modified or settled after the date of
adoption. Assuming our historical level of stock option issuance and similar option terms, we estimate that
expensing stock options in 2003 will reduce net income by approximately $0.2 million ($0.01 per common share).
The impact of adoption will increase over the five year vesting period of the underlying options as options issued
before the date of adopting Statement No. 123 will continue to be accounted for under APB No. 25. See the "Stock-
Based Compensation" section of this note and Note 8, “Retirement and Compensation Plans,” for more information
on stock options.

In November 2002, the FASB issued FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” Interpretation No. 45
requires that a guarantor recognize, at the inception of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The recognition provisions of this Interpretation are applicable to guarantees
issued or modified after December 31, 2002. We do not anticipate that we will enter into any guarantees that would
require recognition as a liability, and accordingly, do not expect the impact of this Interpretation to be material to
our financial statements.

In January 2003, the FASB issued FASB Interpretation No. 46, “Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51.” Interpretation No. 46 establishes a variable interests model to follow when
determining whether or not to consolidate an entity that is not evaluated for consolidation under the traditional
voting interests model. This Interpretation generally requires that a company (investee) being evaluated under the
variable interests model be consolidated if (a) the investor has decision making powers over the entity — that is, the
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FBL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

ability to buy and sell assets or conduct operations or (b) the investor is exposed to the majority of the risks or
rewards of the entity. In addition, the Interpretation requires that investments made by related parties be analyzed
together in applying the variable interests model. The disclosure provisions of this Interpretation are effective for
financial statements issued after January 31, 2003. The consolidation provisions are effective for new transactions
entered into after January 31, 2003 and for pre-existing entities as of July 1, 2003. We have one investment in a
storage facility, jointly owned with an affiliate, which will be consolidated under this Interpretation. At December
31, 2002, this company, which is currently being accounted for using the equity method, had total assets and total
liabilities of less than $10.0 million.

Effective January 1, 2001, we adopted Statement No. 133, "Accounting for Derivative Instruments and Hedging
Activities”" and Statement No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities.”
Statement No. 133 requires companies to record derivatives on the balance sheet as assets or liabilities, measured at
fair value. Accounting for gains or losses resulting from changes in the values of those derivatives is dependent on
the use of the derivative and whether it qualifies for hedge accounting. Without hedge accounting, these gains or
losses are recorded as a component of net income. Statement No. 133 also allowed companies to transfer securities
classified as held for investment to either available-for-sale or trading categories in connection with the adoption of
the new standard. Statement No. 138 amends Statement No. 133 to clarify the appropriate accounting for certain
hedging transactions.

We have the following three different forms of derivatives on our consolidated balance sheets which are subject to

Statement No. 133:

s the feature of a convertible fixed maturity security that allows the conversion of a fixed maturity security into an
equity security is considered an embedded derivative,

¢ the rights of an equity-indexed annuity contract holder to participate in the index returns available under the
contract are considered embedded derivatives, and

» our reinsurance recoverable as it relates to call options purchased to fund returns to equity-indexed annuity
contract holders is considered an embedded derivative.

These derivatives are described more fully in this note under the captions “Investments — Fixed Maturities and
Equity Securities,” “Reinsurance Recoverable” and “Future Policy Benefits.”

The cumulative effect of adopting these Statements on net income was $0.3 million in 2001. This amount represents
the difference in accumulated net unrealized capital gains (losses) on the date of adoption, net of tax, resulting from
the change in accounting for the conversion features embedded in our convertible fixed maturity securities. Income
before cumulative effect of change in accounting for derivative instruments for 2001 was approximately $0.6
million less than what would have been recorded without the accounting change due to a decrease in the fair value
of these conversion features during the period. The impact of the accounting change on 2001 income relating to the
equity-indexed annuity derivatives was not quantified, but is not believed to be material to our financial position or
results of operations.

Upon the adoption of Statement No. 133, we transferred our fixed maturity securities classified as held for
investment, formerly recorded at amortized cost, to the available-for-sale category. In connection with this transfer,
the securities were marked to market and the corresponding increase in carrying value totaling $2.8 million, net of
offsetting adjustments to deferred policy acquisition costs, value of insurance in force acquired, unearned revenue
reserve and income taxes, was credited to stockholders’ equity. Prior year financial statements were not restated.

In addition to the embedded derivatives noted above, we have modified coinsurance arrangements on certain
variable annuity and variable life insurance business under which the ceding company withholds funds. The funds
withheld pertain to the portion of the contract holder's funds allocated to the variable contract's declared interest
option. The investment return earned by the assuming company is based on a referenced pool of fixed maturity
securities held by the ceding company. Currently, there are varying interpretations as to whether or not these funds
withheld arrangements give rise to an embedded derivative to be accounted for separate from the debt host. For
accounting purposes, we do not treat these funds withheld arrangements as containing an embedded derivative. It is
anticipated that the FASB will provide guidance on this issue during 2003. If itfis determined that our modified
coinsurance agreements contain embedded derivatives, we will be required to estimate the fair value of the
embedded derivatives at each balance sheet date and changes in the fair values of the derivatives will be recorded as
income or expense. At December 31, 2002, funds withheld on variable business assumed by us totaled $4.4 million
and funds withheld on variable business ceded by us totaled $3.1 million. We have not quantified the impact on our
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financial statements if we accounted for our modified coinsurance contracts as having an embedded derivative.
However, the impact is not expected to be material due to the relatively small balances of funds withheld.

Investments

Fixed Maturities arnd Equity Securities

All of our fixed maturity securities, comprised of bonds and redeemable preferred stocks, are designated as
"available for sale" and are reported at market value. Unrealized gains and losses on these securities, with the
exception of unrealized gains and losses relating to the conversion feature embedded in convertible fixed maturity
securities, are included directly in stockholders' equity as a component of accumulated other comprehensive income
or loss. Unrealized gains and losses relating to the conversion feature embedded in convertible fixed maturity
securities are recorded as a component of derivative income (loss) in the consolidated statements of income. The
unrealized gains and losses are reduced by a provision for defetred income taxes and adjustments to deferred policy
acquisition costs, value of insurance in force acquired and unearned revenue reserve that would have been required
as a charge or credit to income had such amounts been realized. Premiums and discounts are amortized/accrued
using methods which result in a constant yield over the securities' expected lives. Amortization/accrual of premiums
and discounts on mortgage and asset-backed securities incorporates prepayment assumptions to estimate the
securities' expected lives.

Equity securities, comprised of common and non-redeemable preferred stocks, are reported at market value. The
change in unrealized appreciation and depreciation of equity securities is included directly in stockholders’ equity,

net of any related deferred income taxes, as a component of accumulated other comprehensive income or loss.

Mortgage Loans on Real Estate

Mortgage loans on real estate are reported at cost adjusted for amortization of premiums and accrual of discounts. If
we determine that the value of any mortgage loan is impaired (i.e., when it is probable we will be unable to collect
all amounts due according to the contractual terms of the loan agreement), the carrying value of the mortgage loan is
reduced to its fair value, which may be based upon the present value of expected future cash flows from the loan
(discounted at the loan's effective interest rate), or the fair value of the underlying collateral. The carrying value of
impaired loans is reduced by the establishment of a valuation allowance, changes to which are recognized as
realized gains or losses on investments. Interest income on impaired loans is recorded on a cash basis.

Investment Real Estate

Investment real estate is reported at cost less allowances for depreciation. Real estate acquired through foreclosure,
which is included with investment real estate in our consolidated balance sheets, is recorded at the lower of cost
{which includes the balance of the mortgage loan, any accrued interest and any costs incurred to obtain title to the
property) or estimated fair value on the foreclosure date. The carrying value of these assets is subject to regular
review. If the fair value, less estimated sales costs, of real estate owned decreases to an amount lower than its
carrying value, the carrying value of the real estate is reduced by the establishment of a valuation allowance,
changes to which are recognized as realized gains or losses on investments.

Other Investments

Policy loans are reported at unpaid principal balance. Short-term investments are reported at cost adjusted for
amortization of premiums and accrual of discounts.

Other long-term investments include investment deposits and other miscellaneous investments which are reported at
amortized cost and securities held by subsidiaries engaged in the broker-dealer industry. In accordance with
accounting practices for the broker-dealer industry, marketable securities held by subsidiaries in this industry are
valued at market value. The resulting difference between cost and market is included in the consolidated statements
of income as net investment income. Realized gains and losses are also reported as a component of net investment
income.

Securities and indebtedness of related parties include investments in partnerships and corporations over which we
may exercise significant influence. These partmerships and corporations operate predominately in the insurance,
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broker-dealer, investment company and real estate industries. Such investments are accounted for using the equity
method. In applying the equity method, we record our share of income or loss reported by the equity investees. For
partnerships operating in the investment company industry, this income or loss includes changes in unrealized gains
and losses in the partnerships’ investment portfolios. Changes in the value of our investment in equity investees
attributable to capital transactions of the investee, such as an additional offering of stock, are recorded directly to
stockholders’ equity. Securities and indebtedness of related parties also includes advances and loans to the
partnerships and corporations which are principally reported at cost.

Realized Gains and Losses on Investments

The carrying values of all our investments are reviewed on an ongoing basis for credit deterioration. If this review
indicates a decline in market value that is other than temporary, the carrying value of the investment is reduced to its
estimated realizable value, or fair value, and a specific writedown is taken. Such reductions in carrying value are
recognized as realized losses on investments. Realized gains and losses on sales are determined on the basis of
specific identification of investments. If we expect that an issuer of a security will modify its payment pattern from
contractual terms but no writedown is required, future investment income is recognized at the rate implicit in the
calculation of net realizable value under the expected payment pattern.

Market Values

Market values of fixed maturity securities are reported based on quoted market prices, where available. Market
values of fixed maturity securities not actively traded in a liquid market are estimated using a matrix calculation
assuming a spread (based on interest rates and a risk assessment of the bonds) over U. S. Treasury bonds. Market
values of the conversion features embedded in convertible fixed maturity securities are estimated using an option-
pricing model. Market values of redeemable preferred stocks and equity securities are based on the latest quoted
market prices, or for those not readily marketable, generally at values which are representative of the market values
of comparable issues.

Cash and Cash Equivalents

For purposes of our consolidated statements of cash flows, we consider all highly liquid debt instruments purchased
with a maturity of three months or less to be cash equivalents.

Reinsurance Recoverable

We use reinsurance to manage certain risks associated with our insurance operations. These reinsurance
arrangements provide for greater diversification of business, allow management to control exposure to potential
risks arising from large claims and provide additional capacity for growth. For business ceded to other companies,
reinsurance recoverable generally consists of the reinsurers' share of policyholder liabilities, claims and expenses,
net of amounts due the reinsurers for premiums. For business assumed from other companies, reinsurance
recoverable generally consists of premium receivable, net of our share of benefits and expenses we owe to the
ceding company.

During 2002 and 2001, we assumed under a coinsurance agreement, certain equity-indexed annuity contracts issued
by American Equity. The call options used to fund the index credits on the equity-indexed annuities are purchased
by and maintained on the books of American Equity. We record our proportionate share of the option value
supporting the business we reinsure as reinsurance recoverable on the consolidated balance sheets. This component
of the reinsurance contract is an embedded derivative and we record our share of the call options at market value.
Our share of the call options totaled $17.2 million at December 31, 2002 and $9.0 million at December 31, 2001.
Changes in market value of the call options, as well as option proceeds, are included as a component of derivative
income (loss) on our consolidated statements of income. See Note 4, “Acquisition, Reinsurance and Policy
Provisions,” for additional information regarding this reinsurance agreement.

Deferred Policy Acquisition Costs and Value of Insurance In Force Acquired

Deferred policy acquisition costs includes certain costs of acquiring new insurance business, principally
commissions, first-year bonus interest and other expenses related to the production of new business, to the extent
recoverable from future policy revenues and gross profits. The value of insurance in force acquired represents the
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cost assigned to insurance contracts when an insurance company is acquired. The initial value is determined by an
actuarial study using expected future gross profits as a measurement of the net present value of the insurance
acquired. Interest accrues on the unamortized balance at a weighted average rate of 5.78%.

For participating traditional life insurance and interest sensitive products (principally universal life insurance
policies and annuity contracts), these costs are being amortized generally in proportion to expected gross profits
(after dividends to policyholders, if applicable) from surrender charges and investment, mortality, and expense
margins. That amortization is adjusted retrospectively when estimates of current or future gross profits/margins
(including the impact of investment gains and losses) to be realized from a group of products are revised. For

nonparticipating traditional life and accident and health insurance products, these costs are amortized over the
premium paying period of the related policies, in proportion to the ratio of annual premium revenues to total
anticipated premium revenues. Such anticipated premium revenues are estimated using the same assumptions used
for computing liabilities for future policy benefits.

Property and Equipment

Property and equipment, comprised primarily of furniture, equipment and capitalized software costs, are reported at
cost less allowances for depreciation and amortization. Depreciation and amortization expense is computed
primarily using the straight-line method over the estimated useful lives of the assets. Furniture and equipment had a
carrying value of $28.3 million at December 31, 2002 and $33.4 million at December 31, 2001, and estimated useful
lives that range from three to ten years. Capitalized software costs had a carrying value of $6.8 million at December
31, 2002 and $7.0 million at December 31, 2001, and estimated useful lives that range from two to five years.
Depreciation expense was $7.1 million in 2002, $7.4 million in 2001 and $8.1 million in 2000. Amortization
expense was $4.0 million in 2002, $6.0 million in 2001 and $4.8 million in 2000.

Goodwill

Goodwill represents the excess of the fair value of assets exchanged over the net assets acquired. Effective January
1, 2002, we adopted Statement No. 141, "Business Combinations," and Statement No. 142, "Goodwill and Other
Intangible Assets." Under these Statements, goodwill is not amortized but is subject to annual impairment tests in
accordance with the Statements. In addition, Statement No. 142 requires the identification and amortization of
certain intangible assets that had previously been included as a component of goodwill. We have performed
impairment testing and determined none of our goodwill was impaired as of December 31, 2002. In addition, we
have no intangible assets included as a component of goodwill that require separate accounting.

Through December 31, 2001, goodwill was being amortized on a straight-line basis generally over a period of 20
years. The carrying value of goodwill was regularly reviewed for indicators of impairment in value, which in the
view of management were other than temporary. If facts and circumstances suggested that goodwill was impaired,
we assessed the fair value of the underlying business and would have reduced goodwill to an amount that resulted in
the book value of the underlying business approximating fair value. We did not record any impairments in 2001 or
2000.

Goodwill totaled $17.0 million at December 31, 2002 and 2001, consisting of $11.2 million separately identified on
the consolidated balance sheets and $5.8 million in equity method goodwill included in the securities and
indebtedness of related parties line on the consolidated balance sheets. On a pro forma basis without goodwill
amortization, net income applicable to common stock for 2001 would have been $37.7 million ($1.38 per share -
basic and $1.35 - assuming dilution) and for 2000 would have been $40.2 million ($1.32 per share - basic and
$1.31 - assuming dilution).
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Future Policy Benefits

Future policy benefit reserves for interest sensitive products are computed under a retrospective deposit method and
represent policy account balances before applicable surrender charges. Future policy benefit reserves for equity-
indexed products are equal to the sum of the fair value of the embedded index options, accumulated index credits
and the host contract reserve computed using a method similar to that used for interest sensitive product benefits.
Policy benefits and claims that are charged to expense include benefit claims incurred in the period in excess of
related policy account balances.

For our direct business, interest crediting rates for interest sensitive products ranged from 3.00% to 6.25% in 2002,
from 3.35% to 6.90% in 2001 and from 4.00% to 6.50% in 2000. For interest sensitive products assumed from
American Equity and NTL, interest crediting rates ranged from 3.50% to 12.00% in 2002 and from 4.80% to
12.00% in 2001. A portion of the interest assumed from American Equity ($19.1 million in 2002 and $5.2 million
in 2001) represents an additional interest credit on first-year premiums, payable until the first contract anniversary
date (first-year bonus interest). These amounts have been deferred as policy acquisition costs.

The liability for future policy benefits for direct participating traditional life insurance is based on net level premium
reserves, including assumptions as to interest, mortality and other factors underlying the guaranteed policy cash
values. Reserve interest assumptions are level and range from 2.00% to 6.00%. The average rate of assumed
investment yields used in estimating gross margins was 7.47% in 2002, 7.69% in 2001 and 7.74% in 2000. Accrued
dividends for participating business are established for anticipated amounts earned to date that have not been paid.
The declaration of future dividends for participating business is at the discretion of the Board of Directors.
Participating business accounted for 41% of direct receipts from policyholders during 2002 and represented 15% of
life insurance in force at December 31, 2002. Participating business accounted for 40% of direct receipts from
policyholders during 2001 (2000 — 38%) and represented 16% of life insurance in force at December 31, 2001 (16%
in 2000). The liability for future policy benefits for non-participating traditional life insurance is computed using a
net level method, including assumptions as to mortality, persistency and interest and include provisions for possible
unfavorable deviations.

The liabilities for future policy benefits for accident and health insurance are computed using a net level (or an
equivalent) method, including assumptions as to morbidity, mortality and interest and include provisions for
possible unfavorable deviations. Policy benefit claims are charged to expense in the period that the claims are
incurred.

The unearned revenue reserve reflects the unamortized balance of the excess of first year administration charges
over renewal period administration charges (policy initiation fees) on interest sensitive products. These excess
charges have been deferred and are being recognized in income over the period benefited using the same
assumptions and factors used to amortize deferred policy acquisition costs.

Guaranty Fund Assessments

From time to time, assessments are levied on our insurance subsidiaries by guaranty associations in most states in
which the subsidiaries are licensed. These assessments, which are accrued for, are to cover losses of policyholders
of insolvent or rehabilitated companies. In some states, these assessments can be partially recovered through a
reduction in future premium taxes.

We had undiscounted reserves of $0.1 million at December 31, 2002 and $0.2 million at December 31, 2001 to
cover estimated future assessments on known insolvencies. We had assets totaling $0.7 million at December 31,
2002 and $1.0 million at December 31, 2001 representing estimated premium tax offsets on paid and future
assessments. Expenses (credits) incurred for guaranty fund assessments, net of related premium tax offsets, totaled
($0.1) million in 2002, $0.2 million in 2001 and ($0.1) million in 2000. It is anticipated that estimated future
guaranty fund assessments on known insolvencies will be paid during 2003 and substantially all the related future
premium tax offsets will be realized during the six year period ending December 31, 2008. We believe the reserve
for guaranty fund assessments is sufficient to provide for future assessments based upon known insolvencies and
projected premium levels.
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Deferred Income Taxes

Deferred income tax assets or liabilities are computed based on the difference between the financial statement and
income tax bases of assets and liabilities using the enacted marginal tax rate. Deferred income tax expenses or
credits are based on the changes in the asset or liability from period to period.

Separate Accounts

The separate account assets and liabilities reported in our accompanying consolidated balance sheets represent funds
that are separately administered for the benefit of certain policyholders that bear the underlying investment risk.

The separate account assets and liabilities are carried at fair value. Revenues and expenses related to the separate
account assets and liabilities, to the extent of benefits paid or provided to the separate account policyholders, are
excluded from the amounts reported in the accompanying consolidated statements of income.

Recognition of Premium Revenues and Costs

Revenues for interest sensitive, equity-indexed and variable products consist of policy charges for the cost of
insurance, administration charges, amortization of policy initiation fees and surrender charges assessed against
policyholder account balances. Expenses related to these products include interest or index amounts credited to
policyholder account balances, changes in the reserves for the embedded derivatives in the equity-indexed annuities,
benefit claims incurred in excess of policyholder account balances and amortization of deferred policy acquisition
costs.

Traditional life insurance premiums are recognized as revenues over the premium-paying period. Future policy
benefits and policy acquisition costs are recognized as expenses over the life of the policy by means of the provision
for future policy benefits and amortization of deferred policy acquisition costs.

All insurance-related revenues, benefits and expenses are reported net of reinsurance ceded. The cost of reinsurance
ceded is generally amortized over the contract periods of the reinsurance agreements. Policies and contracts
assumed are accounted for in a manner similar to that followed for direct business.

Other Income and Other Expenses

Other income and other expenses consist primarily of revenue and expenses generated by our various non-insurance
subsidiaries for investment advisory, marketing and distribution, and leasing services. They also include revenues
and expenses generated by our parent company for management services. Certain of these activities are performed
on behalf of affiliates of the Company. In addition, certain revenues generated by our insurance subsidiaries are
classified as other income. Revenues of the insurance subsidiaries included as other income totaled $1.2 million in
2002, $0.8 million in 2001 and $1.2 million in 2000. Lease income from leases with affiliates totaled $5.8 million in
2002, $5.2 million in 2001 and $9.2 million in 2000. Investment advisory fee income from affiliates totaled $1.5
million in 2002, $1.4 million in 2001 and $1.2 million in 2600.

Stock-Based Compensation

We apply Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued to Employees,” and
related Interpretations in accounting for our stock options. No compensation expense is recognized under APB No.
25 for stock options granted because the exercise price of our stock options equals the market price of the underlying
stock on the date of grant. As described in "Accounting Changes," beginning January 1, 2003, we will expense the
cost of stock options granted in accordance with Statement No. 123. Under Statement No. 123, compensation
expense is recognized as options vest in an amount equal to the estimated fair value of the options on the date of
grant.

Pro forma information regarding net income and earnings per common share is required by Statement No. 123 as
amended by Statement No. 148, and has been determined as if we had accounted for all stock options under the fair
value method. The fair value of our stock options was estimated at the date of grant using a Black-Scholes option
pricing model with the following weighted-average assumptions:
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Year Ended December 31,
2002 2001 2000
Risk-free Interest rate..........oovveereiiireiciceiicierineceeccee e 436 % 514 % 6.70 %
Dividend yield ..o 190 % 220 % 220 %
Volatility factor of the expected market price ...........ccccverrvenen, 0.24 0.25 0.15
Weighted-average expected life ...........cccovceiniiinincvicnanennn, 5.1 years 5.0 years 5.1 years

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options that
have no vesting restrictions and are fully transferable. In addition, option valuation models require the input of
highly subjective assumptions including the expected stock price volatility. Our employee stock options have
characteristics significantly different from those of traded options and the subjective input assumptions can
materially affect the fair value estimate produced by the Black-Scholes option valuation model.

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the
options’ vesting period. Our pro forma net earnings and earnings per common share are as follows:

Year ended December 31,

2002 2001 2000
(Dollars in thousands, except per share data)

Net income — as TEPOIted ......coevvirerirvrerrerrererenieenisrsrerserasens $ 50,668 $ 40,745 $ 39,347
Net income — Pro forma......cccmvevriimriicencnnieeieeseereneseereienns 50,057 39,763 38,385
Eamings per common share — as reported...........coccccccenenennee 1.68 1.33 1.29
Eamings per common share - pro forma........c.ccoooeeninninin, 1.66 1.30 1.26
Earnings per common share — assuming dilution, as reported.. 1.64 1.31 1.27
Earnings per common share — assuming dilution, pro forma ... 1.63 1.28 1.25
Weighted-average fair value of options granted during the

year (per common Share) .........ccoovveerrrrerrernnennnsreconsienne 3.82 343 3.14

The non-employee directors on our Board may elect to receive their compensation in the form of cash, Class A
common shares or deferred stock units pursuant to the Director Compensation Plan. The fair value of Class A
common shares and deferred stock units, as measured by the fair value of the underlying Class A common stock, are
charged to expense in the period they are earned by the directors.

Comprehensive Income

Unrealized gains and losses on our available-for-sale securities are included in accumulated other comprehensive
income in stockholders’ equity. Also included in comprehensive income for 2001 is $2.4 million relating to the
transfer of our fixed maturity securities classified as held for investment to the available-for-sale category.

Other comprehensive income excludes net investment losses included in net income which represent transfers from
unrealized to realized gains and losses. These amounts totaled $7.0 million in 2002, $10.0 million in 2001 and
$14.4 million in 2000. These amounts, which have been measured through the date of sale, are net of income taxes
and adjustments to deferred policy acquisition costs, value of insurance in force acquired and uneamed revenue
reserve totaling $5.9 million in 2002, $7.4 million in 2001 and $9.5 million in 2000.

Dividend Restriction

We have agreed that we will not declare or pay dividends on any class or series of stock except for regular cash
dividends (defined as regular, fixed, quarterly or other periodic cash dividends as declared by our Board of Directors
as part of the stated cash dividend policy and do not include any other dividends or distributions, such as
extraordinary, special or otherwise non-recurring dividends) as long as any Series C redeemable preferred stock is
outstanding.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United

States (GAAP) requires management to make estimates and assumptions that affect the reported amounts of assets,

liabilities, revenues and expenses and the disclosure of contingent assets and liabilities. For example, significant
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estimates and assumptions are utilized in the valuation of investments, determination of other-than-temporary
impairments of investments, amortization of deferred policy acquisition costs, calculation of policyholder liabilities
and accruals and determination of pension expense. It is reasonably possible that actual experience could differ

from the estimates and assumptions utilized which could have a material impact on the consolidated financial
statements.

2. Investment Operations
Fixed Maturities and Equity Securities

The following tables contain amortized cost and estimated market value information on fixed maturities and equity
securities:

Available for Sale

Gross Gross
Unrealized Unrealized Estimated
Amortized Cost Gains Losses Market Value
December 31, 2002 (Dollars in thousands)
Bonds:
United States Government and agencies $ 211,434 3 7,168 § (3,077) $ 215,525
State, municipal and other governments 92,440 6,284 (2,024) 96,700
Public utilities ......ccocvvveveeiiieernre e, 131,246 6,555 (3,942) 133,859
Corporate SECUTItIEs ....c.vvceecuerrinrrneeenene 1,600,581 124,204 (39,411) 1,685,374
Mortgage and asset-backed securities..... 2,324,155 109,528 (5,029) 2,428,654
Redeemable preferred stocks........c.ccovneennne 57,651 4,182 (674) 61,159
Total fixed maturities ........co..covveveeeeevcnennnnn. $ 4,417,507 $ 257,921 $ (54,157) § 4,621,271
Equity SECUrities ......occvvreevrerieeeeeereereanina $ 22,196 $ 722 % (1,373) $ 21,545
Available for Sale
Gross Gross
Unrealized Unrealized Estimated
Amortized Cost Gains Losses Market Value
December 31, 2001 (Dollars in thousands)
Bonds:
United States Government and agencies $§ 147,869 3 2,871 $ (159) § 150,581
State, municipal and other governments 96,057 3,158 (554) 98,661
Public utilities .......coceevrvvrveernrerennreeeeeean, 146,048 4,932 (2,442) 148,538
Corporate SECUrities ......cocovevrirniiannnnn 1,745,672 68,238 (27,796) 1,786,114
Mortgage and asset-backed securities..... 1,366,995 32,314 (4,909) 1,394,400
Redeemable preferred stocks..........cceuenen.. 58,347 1,276 (1,767) 57,856
Total fixed maturities ........coovvvevevrveeeerrinnes $ 3,560,988 $ 112,789 § (37,627) $ 3,636,150
Equity SECUTItiES .....ovvvcvriverrairenereereesnineane S 39,019 $ 1,468 § (754) $ 39,733

Short-term investments have been excluded from the above schedules as amortized cost approximates market value
for these securities.
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The carrying value and estimated market value of our portfolio of fixed maturity securities at December 31, 2002,
by contractual maturity, are shown below. Expected maturities will differ from contractual maturities because
borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.

Estimated Market
Amortized Cost Value
(Dollars in thousands)
Due in 0Nne Year or 1e8S......ccccuriereenremriniereeeniererenneressareeranens $ 42,488 % 39,879
Due after one year through five years.......ccocoorvereevcnnrcrennnn. 403,029 423,943
Due after five years through ten years .......c...ococeveeenneencennnne. 538,192 568,518
Due after ten YEars .......cccoceveeeieriniirecieecnese e riree e re s 1,051,992 1,099,118
2,035,701 2,131,458
Mortgage and asset-backed SeCUrities......c..o.oevverrerrrievnennnnne 2,324,155 2,428,654
Redeemable preferred stocks ......cccooeveennnennccnnninennnce 57,651 61,159

$ 4,417,507 $ 4,621,271

Net unrealized investment gains on equity securities and fixed maturity securities classified as available for sale,
recorded directly to stockholders' equity, were comprised of the following:

December 31,
2002 2001
(Dollars in thousands)

Unrealized appreciation on fixed maturity and equity securities available for

SALE Lo ittt ettt ettt et ee ettt e b cas et rar e e Rt R sreats et s e reeataraa et beeteerreas $ 203,113 $ 75,876
Adjustments for assumed changes in amortization pattern of:
Deferred policy aCqUISIHION COSES ..cvveirimrereeriiinerreeerrnreestsennrnseeresesesaas (44,494) (5,561)
Value of insurance in force acquired...........coceoinvcinnrneinennseniecenee (8,914) (8,954)
Unearmned reVENUE TESETVE ........oocvverieereeririreireeererie e snsniessesassaeseeseseeenas 804 257
Provision for deferred InCOME taXES .....c..ecuvvvvrereieveieriereccre e sreeee e eeeeee s (52,678) (21,566)
97,831 40,052
Proportionate share of net unrealized investment losses of equity investees. (2,686) (688)
Net unrealized INVESMENt GAINS ......cccververirresieeirieereresresiveserareerensssareraseans $ 95,145 % 39,364

The changes in net unrealized investment gains/losses are recorded net of deferred income taxes and other
adjustments for assumed changes in the amortization pattern of deferred policy acquisition costs, value of insurance
in force acquired and unearned revenue reserve totaling $68.4 million in 2002, $49.8 million in 2001 and $18.6
million in 2000.

Mortgage Loans on Real Estate
Our mortgage loan portfolio consists principally of commercial mortgage loans. Our lending policies require that
the loans be collateralized by the value of the related property, establish limits on the amount that can be loaned to

one borrower and require diversification by geographic location and collateral type.

We have provided an allowance for possible losses against our mortgage loan portfolio. An analysis of this
allowance, which consists of specific reserves, is as follows:

Year ended December 31,
2002 2001 2000
(Dollars in thousands)
Balance at beginning of Year ............ccoveveevinniinenininens $ 55 % 806 % 806
Realized Gains ......ccoceeveeniriiieniieeiin e - (751) -
Balance at end of YEAr ........ccvoveveniriienincenniereen e $ 55 8 55 8§ 806

The carrying value of impaired loans (those loans in which we do not believe we will collect all amounts due
according to the contractual terms of the respective loan agreements) was under $0.1 million at December 31, 2002
and 2001.
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Inves¢ment Real Estate

We have provided an allowance for possible losses against our investment real estate. An analysis of this allowance,
which consists of specific reserves, is as follows:

Year ended December 31,
2001
(Dollars in thousands)
Balance at beginning of year 817 $ - 8
Realized losses 71 918
(71) (101)
817 817

Net Investment Income

Components of net investment income are as follows:

Year ended December 31,
2002 2001 2000
(Dollars in thousands)

Fixed maturities:

Held for InVEStMENt .......covveviiiriiiice et $ - $ - 3 24,858
Available for sale.........ccovovivieiirivieieecece vt 302,649 238,666 161,184
EqUIty SECUNILIES ....eooviereerererencecinecree st 1,676 1,811 2,181
Mortgage loans on real estate ...........co.coveeneeiienicnninc s, 31,823 27,932 24,784
Investment real €state .......ccooovveciieviieiccirnne e 2,235 2,614 2,459
POLiCY 1081S ....oovvvevritieiieceeieere ettt 11,658 11,160 7,942
Other long-term INVEStMENLS ......c.ovveverveceeereeierereereneneenenns 433 260 308
Short-term investments, cash and cash equivalents................ 4,777 5,216 5,079
OHBET ...ttt be b e e e 2,720 6,542 1,700
357,971 294,201 230,495

Less INVESNENt EXPENSES .c.viererrruieierieteieniierereeeeseereevesneeeans (9,612) (9,114) (9,126)
Net INVESTMENt INCOITIE ...vvveviviveeeieeeee ettt eeresaesnes $ 348,359 $ 285,087 $ 221,369

Other investment income in 2001 includes $2.5 million earned in connection with the American Equity coinsurance
agreement on investment income due but not yet received under the terms of the reinsurance agreement.
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Realized and Unrealized Gains and Losses

INC.

Realized gains (losses) and the change in unrealized appreciation/depreciation on investments, excluding amounts
attributed to investments held by subsidiaries engaged in the broker-dealer industry, are summarized below:

Year ended December 31,
2002 2001 2000
(Dollars in thousands)

Realized
Fixed maturities - available for sale..........c.ccocooiiiniin, $ (12,455) $ (16,766) § (21,795)
EQUILY SECUTIHIES ....viveeeiiriiieeiiiieicie e e (377) (690) (2,161)
Mortgage 1oans on real estate ..........ccocevveeevinniiiincneeccnee, 29 751 -
Investment 1al €State ........ccvvvvecriieiniernee e 1 (668) 186
Other long-term iNVeStmMENts ...........cocoevviieirncrnencrcnnns - - (3,500)
Short-term INVEStMENES .......o.veiiveerieeriere e et - 130 -
Securities and indebtedness of related parties ..............cccccn.. (2,202) 1,375 1,310
Notes receivable and other.........ccccccooiviiniiiei e 197 (10) -
Realized losses on iNVESIMENLS. .....c.covevviveiirirreeiieesirisneeenan $ (14,879) $ (15,878) § (25,960)
Unrealized
Fixed maturities:

Held fOr iNVESHIEIE .oovvveeeeeeeeceeee sttt esr et s seesesveeseeseeas $ - 3 - $ 5,976

Available forsale........cooooviviiiiiiii e, 128,602 93,736 52,329
EQUItY SECUTIHES .......ovveveirciieieee e (1,365) 2,562 954
Change in unrealized appreciation/depreciation of

IIVESITIEIIS ....oviv v ienecreeeereest et eererssbesseteerereerscresearnanns $ 127,237 3 96,298 § 59,259
An analysis of sales, maturities and principal repayments of our fixed maturities portfolio is as follows:

Gross Realized Gross Realized
Amortized Cost Gains Losses Proceeds
' (Dollars in thousands)

Year ended December 31, 2002
Scheduled principal repayments and

calls — available forsale...........ccoccue.... $ 591,790 $ - $ - $ 591,790
Sales — available forsale .............ccco.oun. 318,726 33,131 (18,647) 333,210

Total...coooiiiccee e, $ 910,516 § 33,131 $ (18,647) % 925,000
Year ended December 31, 2001
Scheduled principal repayments and

calls — available forsale....................... h 406,443 $ - $ - $ 406,443
Sales — available for sale ............ccccvvenns 143,954 3,957 (6,180) 141,731

Total ..o, $ 550,397 § 3,957 $ (6,180) § 548,174
Year ended December 31, 2000
Scheduled principal repayments and calls:

Available forsale.......cccoovvvvrverieniennn. $ 114,825 3 - 3 - 3 114,825

Held for investment ...........ccccoveveeenenn. 55,846 - - 55,846
Sales — available forsale ............cccocoe.e. 110,230 3,624 (6,949) 106,905

TOtal...cccviiiieriirccre et $ 280,901 3 3,624 $ (6,949) % 277,576

Realized losses on fixed maturities totaling $26.9 million in 2002, $14.5 million in 2001 and $18.5 million in 2000

were incurred as a result of writedowns for other than temporary impairment of fixed maturity securities.
Approximately $8.5 million of the realized losses in 2002 were from securities issued by or affiliated with

WorldCom Inc., including $1.9 million of losses assumed from a variable alliance partner. Realized losses in 2002
also include $7.8 million from United Air Lines securities. Realized losses in 2001 include $8.4 million related to

sales and impairments from our ownership in Enron-related securities.
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Income taxes include a credit of $5.2 million in 2002, $5.6 million in 2001 and $9.1 million in 2000 for the tax
effect of realized losses.

Other

We have a common stock investment in American Equity’s parent, American Equity Investment Life Holding
Company, valued at $26.9 million at December 31, 2002 and $26.7 million at December 31, 2001. American Equity
underwrites and markets life insurance and annuity products throughout the United States. The investment is
accounted for using the equity method and is included in the securities and indebtedness of related parties line on the
consolidated balance sheets. Due to the timing of the availability of financial information, during 2000 we switched
from recording our share of American Equity’s results from a current basis to one quarter in arrears. The financial
information presented is as of or for the twelve months ended September 30, 2002 and 2001 and the nine months
ended September 30, 2000. The impact of this change on our financial statements was not material. The carrying
value of our common stock investment in American Equity Investment Life Holding Company includes goodwill
totaling $4.7 million in 2002 and 2001. In addition to the common stock investment, we also own $2.3 million in
preferred stock issued by American Equity.

Summarized financial information for American Equity Investment Life Holding Company and our common stock
ownership percentage is as follows:

As of or for the period ended September 30,

2002 2001 2000
(Dollars in thousands)
Total cash and INVESIMENTIS.....c.ovviviiiiiieree e $ 4,763,445 § 3,652,481 $ 1,922,419
TOtAl ASSELS ....viveeiieeeeitiie et et ee b 5,619,918 4,194,531 2,327,891
Long-term debt.....cccooeiiierreriiiririce et 69,876 112,535 105,963
Total HabilItES. 1. vverererresiienreeeiieeesicere e cnsre s sre e anveseeverenenns 5,441,037 4,016,561 2,128,436
MINOTItY INIETEST ..ottt 100,356 99,894 99,373
TOtal TEVENUES. .....evvreiireeeeie et st ee e b saae s eeres e 252,628 145,897 83,256
Income from continuing Operations............cecevreecerererescrcneas 6,483 7,653 2,729
INEL INCOMIE. ...toveeieeeiteieerrertreseeteriesreeonae e reseereseesaanesassneneasas 6,483 6,854 2,729
Percentage ownership of common stock .........coecvveverneniinens ‘ 324 % 323 % 323 %

We reported equity income (loss), net of tax, from APEX Investment Fund [II, an equity investee that operates in the
investment company industry, totaling ($0.6) million in 2002, ($1.2) million in 2001 and $7.7 million in 2000.
Summarized financial information for APEX Investment Fund III is as follows:

As of or for the twelve-month period ended September 30,

2002 2001 2000
(Doilars in thousands)
Total INVESHMENES. ..eccvviieriereerreeiericrreereereenereeresssereesesssresnes 3 20,046 $ 41,392 $ 99,747
TOtal NEL ASSELS....ccveeererrerrieerreererenrerirenreescaeserssrernanseesesns 21,653 44,674 101,286
TOtal TEVENUES.....ccvviirreiiiie et ceie et e seaesaae e 22 309 291,707
Income (loss) from continuing operations.............c.ceocen.. (24,840) (45,882) 290,436
Net income (10SS) ... corriirie i e (24,840) (45,882) 290,436
Percentage ownership of partners’ capital .........c...cvne.ee. 4.0 % 4.0 % 41 %

Equity investees distributed to us equity securities with a fair value of less than $0.1 million in 2002, $2.8 million in
2001 and $14.5 million in 2000. Also during 2000, we received an interest in ten real estate properties with a fair
value of $5.0 million in satisfaction of a fixed maturity security that had been in default. These transactions were
treated as noncash items for purposes of the statements of cash flow.

At December 31, 2002, affidavits of deposits covering investments with a carrying value totaling $5,160.2 millicn
were on deposit with state agencies to meet regulatory requirements.

At December 31, 2002, we had committed to provide additional funding for mortgage loans on real estate
aggregating $54.1 million. These commitments arose in the normal course of business at terms that are comparable
to similar investments.
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The carrying value of investments which have been non-income producing for the twelve months preceding
December 31, 2002 include real estate, fixed maturities, equity securities, mortgage loans and other long-term
investments totaling $5.0 million.

No investment in any person or its affiliates (other than bonds issued by agencies of the United States Government)
exceeded ten percent of stockholders' equity at December 31, 2002.

3. Fair Values of Financial Instruments

Statement No. 107, "Disclosures About Fair Value of Financial Instruments,” requires disclosure of fair value
information about financial instruments, whether or not recognized in the consolidated balance sheets, for which it is
practicable to estimate value. In cases where quoted market prices are not available, fair values are based on
estimates using present value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including the discount rate and estimates of future cash flows. In that regard, the derived fair
value estimates cannot be substantiated by comparison to independent markets and, in many cases, could not be
realized in immediate settlement of the instrument. Statement No. 107 also excludes certain financial instruments
and all nonfinancial instruments from its disclosure requirements and allows companies to forego the disclosures
when those estimates can only be made at excessive cost. Accordingly, the aggregate fair value amounts presented
herein are limited by each of these factors and do not purport to represent our underlying value.

We used the following methods and assumptions in estimating the fair value of our financial instruments.

Fixed maturity securities: Fair values for fixed maturity securities are based on quoted market prices, where
available. For fixed maturity securities not actively traded, fair values are estimated using a matrix calculation
assuming a spread (based on interest rates and a risk assessment of the bonds) over U. S. Treasury bonds.

Equity securities: The fair values for equity securities are based on quoted market prices, where available. For
equity securities that are not actively traded, estimated fair values are based on values of comparable issues.

Mortgage loans on real estate and policy loans. Fair values are estimated by discounting expected cash flows using
interest rates currently being offered for similar loans.

Other long-term investments: The fair values for investment deposits are generally estimated by discounting
expected cash flows using interest rates currently being offered for similar investments. The fair values for
investments held by broker-dealer subsidiaries are based on quoted market prices. We are not required to estimate
the fair value of our other miscellaneous investments.

Cash and short-term investments: The carrying amounts reported in the consolidated balance sheets for these
instruments approximate their fair values.

Securities and indebtedness of related parties: Fair values for loans and advances are estimated by discounting
expected cash flows using interest rates currently being offered for similar investments. For equity securities that
are not actively traded, estimated fair values are based on values of comparable issues. As allowed by Statement
No. 107, fair values are not assigned to investments accounted for using the equity method.

Reinsurance recoverable. Reinsurance recoverable relating to our portion of the call options used to fund index
credits on the equity-indexed annuities assumed from American Equity is reported at fair value. Fair value is
determined using quoted market prices. We are not required to estimate fair value for the remainder of the
reinsurance recoverable balance.

Assets held in separate accounts: Separate account assets are reported at estimated fair value in our consolidated
balance sheets.

Future policy benefits and other policyholders’ funds: Fair values of our liabilities under contracts not involving
significant mortality or morbidity risks (principally deferred annuities, deposit administration funds and
supplementary contracts) are estimated at cash surrender value, the cost we would incur to extinguish the liability.
We are not required to estimate the fair value of our liabilities under other insurance contracts.
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Short-term and long-term debt. The fair values for long-term debt are estimated using discounted cash flow analysis
based on our current incremental borrowing rate for similar types of borrowing arrangements. For short-term debt,
the carrying value approximates fair value.

Liabilities related to separate accounts: Separate account liabilities are estimated at cash surrender value, the cost
we would incur to extinguish the liability.

Company-obligated mandatorily redeemable preferred stock of subsidiary trust and Series C redeemable preferred
stock: Fair values are estimated by discounting expected cash flows using interest rates currently being offered for

similar securities.

The following sets forth a comparison of the fair values and carrying values of our financial instruments subject to
the provisions of Statement No. 107:

December 31,

2002 2001
Carrying Value Fair Value Carrying Value Fair Value
(Dollars in thousands)

Assets
Fixed maturities — available for sale........ $ 4,621,271 $ 4,621,271 $ 3,636,150 § 3,636,150
Equity securities ........coveevveveienecinennencen 21,545 21,545 39,733 39,733
Mortgage loans on real estate .................. 483,627 531,498 385,307 389,199
Policy 10ans ....cocvviinieenencci e 178,997 214,793 181,054 205,114
Other long-term investments................... 5,662 5,662 5,693 5,693
Cash and short-term investments............. 313,877 313,877 304,322 304,322
Securities and indebtedness of related

PAILIES ..veveet et 4,409 4,409 887 967
Reinsurance recoverable..............ccceeevea. 17,176 17,176 9,007 9,007
Assets held in separate accounts.............. 347,717 347,717 356,448 356,448
Liabilities
Future policy benefits.......c..c.ccovrvrenencnn. $ 2,854,685 $ 2,656,951 $ 1853934 § 1,768,792
Other policyholders’ funds........ccccceveunne. 445,619 445,619 373,022 373,022
Short-term debt.....c..ccceeevveeieerrecrecreniene, 40,000 40,000 - -
Long-term debt........ccooveriirernierineinnne - - 40,000 40,000
Liabilities related to separate accounts.... 347,717 336,484 356,448 345,371
Minority interest in subsidiaries and

redeemable preferred stock
Company-obligated mandatorily

redeemable preferred stock of

subsidiary trust......cccoeeevenveiierenicrens 3 87,000 § 44,271 $ 97,000 % 41,894
Series C redeemable preferred stock....... 85,514 84,471 82,691 79,971
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4. Acquisition, Reinsurance and Policy Provisions
Acquisition
On January 1, 2001, we acquired the assets and liabilities of Kansas Farm Bureau Life Insurance Company, Inc.

(Kansas Farm Bureau Life) for $80.7 million. The acquisition was accounted for using purchase accounting. A
condensed statement of the assets and liabilities acquired as of January 1, 2001, is as follows (dollars in thousands):

Assets Liabilities and purchase price
INVEStMENtS.....ocvveverereiericreere e erie s $ 620,856 Policy liabilities and accruals .............. $ 526,391
Cash ..o 2,863  Other policyholder funds...................... 76,738
Value of insurance in force acquired.... 51,865  Other liabilitieS .....ccccovveevvieeeriiiieereenn 11,621
GoodWill......coovereeiericice e 3,539 Total liabilities ......c.cocvvvererirerernnenne. 614,750
Other aSSEtS.....cccvvvvevreeriisciciiriereeeisieiennes 16,315 Purchase price.......ccccceeevcnienrercrcnanennes 80,688
Total oot 3 695438 Total..oovivriicreeireece e 3 695,438

Acquisition costs totaling $0.7 million have been deferred and included as a component of goodwill. Goodwill was
being amortized during 2001 using the straight-line method and a 20-year amortization schedule. As discussed in
Note 1 under "Goodwill,” goodwill is no longer amortized beginning in 2002.

Reinsurance

In the normal course of business, we seek to limit our exposure to loss on any single insured and to recover a portion
of benefits paid by ceding reinsurance to other insurance enterprises or reinsurers. Our reinsurance coverage for life
insurance varies according to the age and risk classification of the insured with retention limits ranging up to $1.1
million of coverage per individual life. We do not use financial or surplus relief reinsurance. Life insurance in force
ceded on a consolidated basis totaled $5,363.9 million (17.6% of direct life insurance in force) at December 31,
2002 and $4,772.5 million (16.8% of direct life insurance in force) at December 31, 2001.

In addition to the cession of risks in excess of specific retention limits, we also have reinsurance agreements with
variable alliance partners to cede a specified percentage of risks associated with variable universal life and variable
annuity contracts. Under these agreements, we pay the alliance partners their reinsurance percentage of charges and
deductions collected on the reinsured polices. The alliance partners in return pay us their reinsurance percentage of
benefits in excess of related account balances. In addition, the alliance partners pay us an expense allowance for
certain new business, development and maintenance costs on the reinsured contracts.

Reinsurance contracts do not relieve us of our obligations to policyholders. To the extent that reinsuring companies
are later unable to meet obligations under reinsurance agreements, our insurance subsidiaries would be liable for
these obligations, and payment of these obligations could result in losses. To limit the possibility of such losses, we
evaluate the financial condition of our reinsurers and monitor concentrations of credit risk. No allowance for
uncollectible amounts has been established against our asset for reinsurance recoverable since none of our
receivables are deemed to be uncollectible.

Through July 1, 2002, we participated with various unaffiliated life insurance companies in a reinsurance pool to
mitigate the impact of a catastrophic event on our financial position and results of operations. Members of the pool
shared in the eligible catastrophic losses based on their size and contribution to the pool. Under the pool
arrangement, we were able to cede catastrophic losses after other reinsurance and a deductible of $0.4 million,
subject to a pool cap of $125.0 million per event. We incurred losses from this pool totaling $1.6 million in 2001
resulting from the terrorist acts on September 11,2001. We no longer participate in this pool due to structural
changes in the pool, including an increase in the cap on losses.

Effective September 1, 2001, we entered into a 100% coinsurance agreement to reinsure our individual disability
income business acquired in the Kansas Farm Bureau Life acquisition with an unaffiliated insurer. Effective
September 1, 2000, we entered into a similar arrangement with the same insurer to reinsure our individual disability
income business in force at that time. At September 1, 2001, the related accident and health reserves totaled $14.4
million, deferred policy acquisition costs totaled $0.7 million and value of insurance in force acquired totaled $3.1
million. At September 1, 2000, the related accident and health reserves totaled $43.6 million and deferred
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acquisition costs totaled $11.8 million. We settled these transactions by transferring cash and investments equal to
the reserves on the business. In addition, we received cash totaling $3.0 million in 2001 and $11.1 million in 2000
as consideration for the transactions. Losses totaling $0.8 million in 2001 and $0.7 million in 2000 on the
transactions have been deferred and are being recognized over the term of the underlying policies.

In total, insurance premiums and product charges have been reduced by $26.8 million in 2002, $22.1 million in 2001
and $9.5 million in 2000 and insurance benefits have been reduced by $12.9 million in 2002, $13.7 million in 2001
and $6.2 million in 2000 as a result of cession agreements.

During 2001, we entered into a coinsurance agreement with American Equity whereby we assumed 70% of certain
fixed and equity-indexed annuity business written by American Equity from August 1, 2001 to December 31, 2001
and 40% of certain annuity business written during 2002. The agreement also provides for reinsuring 40% of certain
new annuity business written by American Equity during 2003. The reinsurance of the business written prior to
October 1, 2001 was accounted for as the acquisition of an in force block of business on October 1, 2001. With the
reinsurance of the in force block, we recorded cash and reinsurance recoverable totaling $120.4 million, deferred
acquisition costs of $18.3 million and policy liabilities of $138.7 million. Premiums collected on this assumed
business, not included in revenues in the consolidated statements of income, totaled $837.9 million in 2002 and
$280.0 million in the fourth quarter of 2001.

The equity-indexed annuity products assumed from American Equity guarantee the retum of principal to the
contract holder and credit amounts based on a percentage of the gain in a specified market index. A portion of the
premium assuimed from American Equity is invested in investment grade fixed income securities to cover our share
of the minimum guaranteed value due to the contract holder at the end of the contract term. A portion of the
premium received from the contract holder is used to purchase derivatives consisting of call options on the
applicable market indexes to fund the index credits due to the equity-indexed annuity contract holders. As described
in Note 1, “Significant Accounting Policies — Reinsurance Recoverable,” the call options are purchased by and
maintained on the books of American Equity and we record our proportionate share of the option value supporting
the business we reinsure as reinsurance recoverable. Changes in market value of the call options, as well as option
proceeds, are included as a component of derivative income (loss).

All of the call options are one-year options, the terms of which are closely matched with the equity-indexed annuity
terms that define the amount of index credits payable under the contract at the next anniversary date. On the
respective anniversary dates of the equity-indexed contracts, the market index used to compute the annual index
credits is reset and we, through American Equity, purchase new one-year call options to fund the next annual index
credit. American Equity manages the cost of these purchases through the terms of the equity-indexed annuities,
which permit American Equity to change annual participation rates, asset fees, and/or caps, subject to guaranteed
minimums. By reducing participation rates and caps, or increasing asset fees, American Equity can limit option
costs to budgeted amounts except in cases where the minimum guarantees prevent further reductions in these
contract terms.

The reserve for equity-indexed annuity contracts includes a series of embedded derivatives that represent the contact
holder’s right to participate in index returns over the lives of the applicable contracts. The reserve includes the value
of the embedded forward options despite the fact that call options are not purchased for a period longer than the
period of time to the next contract anniversary date.

Effective May 1, 2001, we entered into a coinsurance agreement with NTL whereby we assumed 90% of NTL’s
traditional life, universal life and annuity business in force. In addition, we assume 50% of NTL’s traditional life,
universal life and annuity business issued after May 1, 2001. We received investments and other assets in
consideration for the policy liabilities assumed. Assets and liabilities recorded in connection with this agreement as
of May 1, 2001 were as follows (dollars in thousands):

Assets Liabilities
INVEStMENtS.......ccoevevereecrrereenre e e $ 299,252  Policy liabilities and accruals .............. $ 324,592
Cash. oo 340  Other policyholder funds...................... 11,872
Deferred policy acquisition costs ......... 32,539 Other liabilities ..........c.coovvvervenenenenennn 715
Other assets ........cocveeeeevceriviccnieeeciieas 5,048

Total oo $ 337,179 Total.coooivieiriiccce e $ 337,179
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In addition to these reinsurance assumption agreements, we also assume variable annuity business from American
Equity and two other alliance partners through modified coinsurance arrangements. Variable life business is also
assumed from one of these partners through a similar modified coinsurance arrangement.

Life insurance in force assumed on a consolidated basis totaled $1,999.2 million (6.2% of total life insurance in
force) at December 31, 2002 and $3,784.2 million (13.8% of total life insurance in force) at December 31, 2001. In
total, premiums and product charges assumed totaled $15.8 million in 2002, $11.3 million in 2001 and $0.1 million
in 2000. Insurance benefits assumed totaled $10.3 million in 2002 and $9.0 million in 2001.

Policy Provisions

Unpaid claims on accident and health policies (principally disability income products) include amounts for losses
and related adjustment expense and are estimates of the ultimate net costs of all losses, reported and unreported.
These estimates are subject to the impact of future changes in claim severity, frequency and other factors. The
activity in the liability for unpaid claims and related adjustment expense, net of reinsurance, is summarized as
follows:

Year ended December 31,
2002 2001 2000
(Dollars in thousands)

Unpaid claims liability, net of related reinsurance, at

beginning Of YEar .......cc.cocoviiriinriecernce s $ 766 % 1,302 § 20,433
Claim reserves resulting from acquisition...........ccccouivverennan. - 1,494 -
Add:

Provision for claims occurring in the current year-............ 254 378 6,087

Change in estimated expense for claims occurring in the

PIIOT YEATIS v s 68 719 (1,756)
Incurred claim expense during the current year ..................... 322 1,097 4,331
Deduct expense payments for claims occurring during:

CUITENE YEAT .oiiinriiiiiccin vt 207 563 1,711

PrIOT YEATS c.covveviiciiirir e 245 1,312 2,680
Deduct claim reserves transferred under 100% coinsurance

ATTANZEIMIENIL. ... vieveevieeenrererstereeseeressees eesesbe e seesesecareenenee - 1,252 19,071

452 3,127 23,462
Unpaid claims liability, net of related reinsurance, at end of

YOAL....voieiericrer e iebe st erceesatanea e e r et et nene 636 766 1,302
ACHVE Jife TESETVE ...oviiiiieieere et e 144 130 176
Net accident and health reserves .......coccoovvvviieiiicvvcnennn e, 780 896 1,478
Reinsurance ceded........oooviiiiviiieci et 62,306 63,836 46,456
Gross accident and health reServes..........covveeervivciiecineanin, 3 63,086 $ 64,732 % 47,934

We develop reserves for unpaid claims by using industry mortality and morbidity data. One year development on
prior year reserves represents our experience being more or less favorable than that of the industry. Over time, we
expect our experience with respect to disability income business to be comparable to that of the industry. A certain
level of volatility in development is inherent in these reserves since the underlying block of business is relatively
small.
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An analysis of the value of insurance in force acquired is as follows:

Year ended December 31,
2001
(Dollars in thousands)

Excluding impact of net unrealized investment gains and
losses:
Balance at beginning of year 13,993 14,854
Addition resulting from acquisition 51,865 -
Accretion of interest during the year 3,886 823
Reduction resulting from coinsurance agreement (3,143) -
Amortization of asset (7,518) (1,684)
Balance prior to impact of net unrealized investment gains
and losses 59,083 13,993
Impact of net unrealized investment gains and losses (8,954) 271
Balance at end of year 50,129  § 14,264

Net amortization of the value of insurance in force acquired, based on expected future gross profits/margins, for the
next five years and thereafter is expected to be as follows: 2003 - $2.8 million; 2004 - $2.7 million; 2005 - $2.6
million; 2006 - $2.5 million; 2007 - $2.5 million; and thereafter, through 2023 - $44.3 million.

5. Income Taxes

We file a consolidated federal income tax return with Farm Bureau Life and FBL Financial Services, Inc. and
certain of their subsidiaries. The companies included in the consolidated federal income tax return each report
current income tax expense as allocated under a consolidated tax allocation agreement. Generally, this allocation
results in profitable companies recognizing a tax provision as if the individual company filed a separate return and
loss companies recognizing a benefit to the extent their losses contribute to reduce consolidated taxes.

Deferred income taxes have been established based upon the temporary differences between the financial statement

and income tax bases of assets and liabilities. The reversal of the temporary differences will result in taxable or
deductible amounts in future years when the related asset or liability is recovered or settled.
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Income tax expenses (credits) are included in the consolidated financial statements as follows:

Year ended December 31,

2002 2001 2000
(Dollars in thousands)
Taxes provided in consolidated statements of income on:
Income from continuing operations before minority
interest in earnings of subsidiaries, equity income and
cumulative effect of change in accounting principle:
CULTENE ...t ers e seenee $ 12,425 % 18,085  $ 5,224
Deferred.. ..o r e 11,444 491 8,378
23,869 18,576 13,602
Equity income:
CUITEIE ..ot teee et s e eeaeesrenessneesneees 115 137 6,476
Deferred........ccooiiiiniieciece e - — 92
115 137 6,568
Cumulative effect of change in accounting for derivative
instruments ~ deferred ..o - 185 -
Taxes provided in consolidated statements of changes in
stockholders’ equity:
Cumulative effect of change in accounting for derivative
instruments — deferred ........c..oocovivveiiviic e - 1,480 -
Change in net unrealized investment gains/losses —
deferTed. ...t e 30,052 31,739 14,792
Adjustment resulting from capital transaction of equity
investee — deferred........cccoocoiiiniiiiiine e (113) - 19
Adjustment resulting from the issuance of shares under
stock option plan - current ........ccccoceoveveeenncennniinennnn (727) (159) (140)
29,212 33,060 14,671
$ 53,196 % 51,958 § 34,841

The gain on disposal of discontinued property-casualty operations in 2000 is net of income tax expense totaling $1.4

million.

The effective tax rate on income from continuing operations before income taxes, minority interest in earnings of
subsidiaries, equity income and cumulative effect of change in accounting principle is different from the prevailing

federal income tax rate as follows:

Year ended December 31,

2002 2001 20600
(Dolilars in thousands)

Income from continuing operations before income taxes,

minority interest in earnings of subsidiaries, equity

income and cumulative effect of change in accounting

PIINCIPLE oot $ 79,373 $ 63,686 $ 44,884
Income tax at federal statutory rate (35%) ......ccoovvvvveceeerrrennn. h) 27,781 $ 22,290 $ 15,709
Tax effect (decrease) of:

Dividends on company-obligated mandatorily

redeemable preferred stock of subsidiary trust.............. (1,698) (1,698) (1,698)

Tax-exempt dividend and interest income ..........occceeenene (1,192) (1,068) (1,131)

State INCOME tAXES....veuieeereeriereaireriereesrseieeesessasieseasesserns (159) 67 276

OthET HEIMS ...ov vt ettt sa s b e senes (863) (1,015) 446
INCOME taX EXPENSE ....ovveririiiiiirrenteeerere et reeeetesesesce s ereesecnnes 3 23869 % 18,576  § 13,602
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The tax effect of temporary differences giving rise to our deferred income tax assets and liabilities is as follows:

December 31,
2002 2001
(Dollars in thousands)

Deferred income tax liabilities:
Fixed maturity and equity securities 71,450 $ 22,213
Deferred policy acquisition costs 133,228 99,265
Value of insurance in force acquired 16,984 17,428
18,727 17,849
240,389 156,755

Deferred income tax assets:
Future policy benefits (110,188) (69,424)
Accrued dividends (5,387) (2,160)
(11,860) (11,867)
(11,728) (13,670)
(139,163) (97,121)
Deferred income tax liability 101,226 $ 59,634

Prior to 1984, a portion of Farm Bureau Life’s current income was not subject to current income taxation, but was
accumulated, for tax purposes, in a memorandum account designated as "policyholders' surplus account." The
aggregate accumulation in this account at December 31, 2002 was $12.0 million. Should the policyholders’ surplus
account exceed the limitation prescribed by federal income tax law, or should distributions be made to the parent
company in excess of $580.4 million, such excess would be subject to federal income taxes at rates then effective.
Deferred income taxes of $4.2 million have not been provided on amounts included in this memorandum account.

6. Debt

We have a note payable to the Federal Home Loan Bank (FHLB) totaling $40.0 million at December 31, 2002 and
2001. This note is due September 17, 2003, therefore it is classified as short-term debt at December 31, 2002 and
long-term debt at December 31, 2001 on our consolidated balance sheets. Interest on the note is charged ata
variable rate equal to the London Interbank Offered Rate less 0.0475% (1.37% at December 31, 2002 and 1.85% at
December 31, 2001). At December 31, 2002, fixed maturity securities with a carrying value of $46.8 million are on
deposit with the FHLB as collateral for the note. As an investor in the FHLB, we have the ability to borrow an
additional $44.6 million from the FHLB at December 31, 2002 with an appropriate increase in collateral deposits.

7. Minority Interest, Series C Preferred Stock and Steckholders’ Equity

Minority interest in the consolidated balance sheets includes $97.0 million of 5% Preferred Securities issued by FBL
Financial Group Capital Trust (the Trust), one of our wholly-owned subsidiaries. FBL Financial Group, Inc. (parent
company) issued 5% Subordinated Deferrable Interest Notes, due June 30, 2047 (the Notes) with a principal amount
of $100.0 million to support the 5% Preferred Securities. The sole assets of the Trust are and will be the Notes and
any interest accrued thereon. The interest payment dates on the Notes correspond to the distribution dates on the 5%
Preferred Securities. The 5% Preferred Securities, which have a liquidation value of $1,000.00 per share plus
accrued and unpaid distributions, mature simultaneously with the Notes. As of December 31, 2002 and 2001,
97,000 shares of 5% Preferred Securities were outstanding, all of which we unconditionally guarantee.

The 5% Preferred Securities were originally issued to the lowa Farm Bureau Federation, our majority stockholder.
On October 31, 1999, the Iowa Farm Bureau Federation exchanged the 5% Preferred Securities for $97.0 million
face amount of 5% trust preferred securities 1ssued by American Equity Investment Life Holding Company. In
preparing our consolidated financial statements, we do not eliminate our portion of the 5% Preferred Securities
owned by the equity investee since the terms of the preferred securities issued by the equity investee are
substantially similar to the terms of the 5% Preferred Securities.

We issued 3,411,000 shares of Series C cumulative voting mandatorily redeemable preferred stock with an
estimated fair value of $80.0 million to the Kansas Farm Bureau Federation in connection with the acquisition of
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Kansas Farm Bureau Life. Each share of Series C preferred stock has a par value of $26.8404 and voting rights
identical to that of Class A common stock. Dividends on the Series C preferred stock are payable quarterly at a rate
equal to the regular cash dividends per share of common stock, as defined, then payable. The mandatory redemption
is structured so that 49.5% of the Series C preferred stock will be redeemed at par value, or $45.3 million, on
January 2, 2004 with the remaining 50.5% redeemed at par value, or $46.3 million, on January 3, 2006. In the event
of a change in the control of the Company, at the option of the holder, each share of Series C preferred stock is
convertible into one share of Class A common stock or redeemable for cash at par. The Series C preferred stock

was issued at an $11.6 million discount to par. This discount accretes to preferred stock dividends during the life of
the securities using the effective interest method.

The Iowa Farm Bureau Federation owns our Series B preferred stock. Each share of Series B preferred stock has a
liquidation preference of $0.60 and voting rights identical to that of Class A common stock with the exception that
each Series B share is entitled to two votes while each Class A share is entitled to one vote. The Series B preferred
stock pays cumulative annual cash dividends of $0.03 per share, payable quarterly, and is redeemable by us, at our
option, at $0.60 per share plus unpaid dividends if the stock ceases to be beneficially owned by a Farm Bureau
organization.

We repurchased 5,900 shares in 2001 and 4,358,397 shares in 2000 of Class A common stock in accordance with
repurchase plans and a tender offer approved by our Board of Directors. The cost of the repurchases totaled $0.1
million in 2001 and $85.8 million in 2000. Of the shares repurchased in 2000, 2,974,735 were unregistered shares
owned by various Farm Bureau entities. The purchase amounts were allocated partly to Class A common stock
based on the average common stock balance per share on the acquisition dates with the remainder allocated to
retained earnings.

Holders of the Class A common stock, Series B preferred stock and Series C preferred stock, vote together as a
group. The Class B common stock votes as a separate class on all issues. The holders of the Class A common
stock, Series B preferred stock and Series C preferred stock vote for the election of Class A Directors (three to five)
and only holders of the Class B common stock vote for the election of Class B Directors (ten to twenty). Voting for
the Directors is noncumulative. In addition, various ownership aspects of our Class B common stock are governed
by a Class B Shareholder Agreement which results in the Jowa Farm Bureau Federation, which owns 62.5% of our
voting stock as of December 31, 2002, maintaining control of the Company. Holders of Class A common stock and
Class B common stock are entitled to share ratably on a share-for-share basis with respect to common stock
dividends.

8. Retirement and Compensation Plans

We participate with several affiliates in various defined benefit plans covering substantially all of our employees.
The benefits of these plans are based primarily on years of service and employees' compensation. Net periodic
pension cost of the plans is allocated between participants generally on a basis of time incurred by the respective
employees for each employer. Such allocations are reviewed annually. Pension expense aggregated $4.4 million in
2002, $5.3 million in 2001 and $5.2 million in 2000.

We participate with several affiliates in a 401(k) defined contribution plan which covers substantially all employees.
We contribute FBL Financial Group, Inc. stock in an amount equal to 100% of an employee's contributions up to
2% of the annual salary contributed by the employee and an amount equal to 50% of an employee's contributions
between 2% and 4% of the annual salary contributed by the employee. Prior to 2002, we contributed FBL Financial
Group, Inc. stock in the amount equal to 50% of an employee’s contributions up to 4% of the annual salary
contributed by the employee. Costs are allocated among the affiliates on a basis of time incurred by the respective
employees for each company. Related expense totaled $0.8 million in 2002, $0.5 million in 2001 and $0.4 million
in 2000.

We have established deferred compensation plans for certain key current and former employees and have certain
other benefit plans which provide for retirement and other benefits. Liabilities for these plans are accrued as the
related benefits are eamned.

Certain of the assets related to these plans are on deposit with us and amounts relating to these plans are included in
our financial statements. In addition, certain amounts included in the policy liabilities for interest sensitive products
relate to deposit administration funds maintained by us on behalf of affiliates.
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In addition to benefits offered under the aforementioned benefit plans, we and several other affiliates sponsor a plan
that provides group term life insurance benefits to retired full-time employees who have worked ten years and
attained age 55 while in service. Furthermore, during a portion of 2001 we offered certain retiree health benefits to
employees and retirees formerly employed by Kansas Farm Bureau Life. During 2001, we discontinued offering
this benefit to active employees and wrote off the related liability. Postretirement benefit expense is allocated in a
manner consistent with pension expense discussed above. Postretirement benefit expense (benefit) aggregated less
than $0.1 million in 2002, ($0.5) million in 2001 and $0.1 million in 2000.

We have a Class A Common Stock Compensation Plan (the Plan) under which incentive stock options, nonqualified
stock opticns, bonus stock, restricted stock and stock appreciation rights may be granted to directors, officers and
employees. Option shares granted to directors are fully vested upon grant and have a contractual term that varies
with the length of time the director remains on the Board, up to ten years. Option shares granted to officers and
employees have a contractual term of 10 years and generally vest over a period up to five years, contingent upon
continued employment with us.

During 2001, we extended the exercise period for options granted to our former Chairman of the Board and recorded
$0.5 million, representing the intrinsic value of the options at the date of modification, in compensation expense.

Information relating to stock options is as follows:

Weighted-
Number of Average Exercise Total
Shares Price per Share Exercise Price
(Dollars in thousands, except per share data)

Shares under option at January 1,2000 .............occcerinencnen, 1,416,848 $ 10.25 3 14,526
Granted.....cc.ooovveeeeeeiieeeeeeeee ettt aae et 454,334 15.79 7,174
EXEICISEA ...oocvirrerieecrieetriire e sreesrseete ettt ebesraeneees 166,285 9.44 1,570
FOIfeited .......ovvveiiiieecerie ettt s cee s ve e 40,054 12.36 495

Shares under option at December 31,2000...........ococcevvernnene 1,664,843 11.79 19,635
Granted.........ccoveeeireeeieeee et e rre b e b eeaeneas 447218 15.54 6,950
EXEICISEA ....cvee e vttt neas 106,348 9.38 998
FOrfeited.....covvvereierniiieieiriciisestesreeeseeecvtseriresveessis s nsr s 35,075 16.35 573

Shares under option at December 31, 2001 .........ccoceveernennnnnee 1,970,638 12.65 25,014
GIanted......oe e e s eeebe st er e e 435,826 18.07 7,875
EXEICISEA .. .cuveeiieeireiireree et steeste st sre cresne s e e b ernesreens 362,494 10.96 3,973
FOrfeited ......oooveieeeiiriieire et e eera e r et 29,282 21.44 628

Shares under cption at December 31,2002 .........cccccoevveirrnnnns 2,014,688 1404 § 28,288

Exercisable options:

December 31, 2000 ......ccooviiiieeeeecceee e e 1,059,168 $ 10.56 $ 11,185
December 31, 2001 ..oooiivieeie e 1,272,391 11.04 14,047
December 31,2002 .........ooovvriiiiieee e 1,113,006 11.84 13,178

Information regarding stock options outstanding at December 31, 2002 is as follows:

Currently Outstanding Currently Exercisable
Weighted-
Average Weighted- Weighted-
Remaining Average Average
Contractual Exercise Price Exercise Price
Number Life (in Years) per Share Number per Share
Range of exercise prices:
At 88.75 e 637,590 3.55 $ 8.75 637,590 $ 8.75
$8.76 —314.00.......cccocvennneen. 82,206 4.36 12.20 81,737 12.19
$14.01 -819.25..ciceiirene 1,245,625 7.95 16.57 361,133 16.34
$19.26 -%824.25.....cccone. 49,267 6.63 21.75 32,546 21.55
$8.75-82425....ocere, 2,014,688 6.38 14.04 1,113,006 11.84
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At December 31, 2002, shares of Class A common stock available for grant as additional awards under the Plan
totaled 5,401,363.

We have a Director Compensation Plan under which non-employee directors on our Board may elect to receive their
compensation in the form of cash, Class A common shares or deferred stock units. Under this plan, we have
deferred stock units outstanding totaling 16,917 at December 31, 2002 and 13,471 at December 31, 2001. At
December 31, 2002, shares of Class A common stock available for future issuance under the Director Compensation
Plan totaled 33,083.

9. Management and Other Agreements

We share certain office facilities and services with the lowa Farm Bureau Federation, Kansas Farm Bureau
Federation and their affiliated companies. These expenses are allocated on the basis of cost and time studies that are
updated annually and consist primarily of rent, salaries and related expenses, travel and other operating costs.

We lease office space under an annually renewable lease from Farm Bureau Mutual Insurance Company, Inc.
(Kansas). Farm Bureau Mutual Insurance Company, Inc. was merged into Farm Bureau Mutual Insurance Company
(Farm Bureau Mutual), an affiliate, effective January 1, 2003. Related lease expense totaled $0.3 million in 2002
and 2001.

We have management agreements with Farm Bureau Mutual, NTL and other affiliates under which we provide
general business, administrative and management services. Fee income for these services totaled $3.4 million in
2002, $2.0 million in 2001 and $1.1 million in 2000. In addition, Farm Bureau Management Corporation, a wholly-
owned subsidiary of the Iowa Farm Bureau Federation, provides certain management services to us under a separate
arrangement. We incurred related expenses totaling $0.8 million in 2002, $0.7 million in 2001 and $0.9 million in
2000.

We have marketing agreements with the Farm Bureau property-casualty companies operating within our marketing
territory, including Farm Bureau Mutual and other affiliates. Under the marketing agreements, the property-casualty
companies are responsible for development and management of our agency force for a fee equal to a percentage of
commissions on first year life insurance premiums and annuity deposits. We paid $7.2 million in 2002, $6.2 million
in 2001 and $6.0 million in 2000 to the property-casualty companies under these arrangements.

We are licensed by the Iowa Farm Bureau Federation to use the “Farm Bureau” and “FB” designations in lowa. In
connection with this license, we incurred royalty expense totaling $0.4 million in 2002, $0.5 million in 2001 and
$0.7 million in 2000. The expense set forth above in 2001 is before the recovery of $1.0 million in overpayment of
royalties in prior years under the terms of the royalty contract. We have similar arrangements with the Kansas Farm
Bureau Federation and other state Farm Bureau organizations in our market territory. Total royalty expense to Farm
Bureau organizations other than the Iowa Farm Bureau Federation totaled $1.1 million in 2602, $1.0 million in 2001
and $1.2 million in 2000.

We have administrative services agreements with American Equity under which we provide underwriting, claims
processing, accounting, compliance and other administrative services primarily relating to certain variable insurance
products underwritten by them. Fee income from performing these services totaled $0.3 million in 2002, 2001 and
2000.

10. Commitments and Contingencies

In the normal course of business, we may be involved in litigation where amounts are alleged that are substantially
in excess of contractual policy benefits or certain other agreements. At December 31, 2002, management is not
aware of any claims for which a material loss is reasonably possible.

Effective January 1, 2001, we switched our insurance coverage for employee health and welfare claims from
indemnity insurance primarily to self-insurance. However, claims in excess of self-insurance levels are fully
insured. We fund insurance claims through a self-insurance trust. Deposits to the trust are made at an amount equal
to our best estimate of claims incurred during the period. Accordingly, no accruals are recorded on our financial
statements for unpaid claims and claims incurred but not reported. Adjustments, if any, resulting in changes in the
estimate of claims incurred will be reflected in operations in the periods in which such adjustments are known.
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We lease our home office properties under a 15-year operating lease from a wholly-owned subsidiary of the Iowa
Farm Bureau Federation. Future remaining minimum lease payments under this lease as of December 31, 2002 are
as follows: 2003 - $2.3 million; 2004 - $2.4 million; 2005 - $2.4 million; 2006 - $2.4 million; 2007 - $2.4 million
and thereafter, through 2013 - $14.0 million. Rent expense for the lease totaled $3.0 million in 2002 and 2001 and
$3.1 million in 2000. These amounts are net of $1.4 million in 2002, 2001 and 2000 in amortization of a deferred
gain on the exchange of our home office properties for common stock in 1998. The remaining unamortized deferred
gain totaled $14.3 million at December 31, 2002 and $15.7 million at December 31, 2001,

11. Earnings per Share

The following table sets forth the computaticn of earnings per common share and earnings per common share —

assuming dilution:

Nurmerator:

Income before accounting change and discontinued
OPETALIONS ..e.eeenreeeerr i e s e s

Cumulative effect of change in accounting for derivative
INSITUMENES ...t et

Income from discontinued Operations.........c.ccooveveererrreenene

NEL INCOME ...c.oeviieiiiiitne i e

Dividends on Series B and C preferred stock .............c.c.....
Numerator for earnings per common share - income

available to common stockholders ..........ccocevcnnnnne

Denominator:
Weighted average Shares ............cccvvvreeveenneneerensneeesnne
Deferred common stock units related to directors
COMPENSALON Plan.......cocviiiiiiiirircree et
Denominator for earnings per common share —
weighted-average shares ..........oocovveevvriiicinenneccnen
Effect of dilutive securities — employee stock options .......
Denominator for diluted earnings per common share —
adjusted weighted-average shares..........c.coooevenernn

Eamings per common share:
Income before accounting change and discontinued
OPEIAIONS ...t st e esbere s san et eseens
Cumulative effect of change in accounting for derivative
INSTIUMENLS ...c.oeeieiniiiiiiieee e e sba s ene e
Income from discontinued operations...........coeovvenercrnencnn
Earnings per common Share.........c.covcvnmeevniniccvinecnninnns

Earnings per common share — assuming dilution:
Income before accounting change and discontinued
OPETAtIONS ...ocviivrieeermrriii e s e
Cumulative effect of change in accounting for derivative
INSTUINENES ..oveiv vttt st er s
Income from discontinued operations...........c..ccccceverinrnnnene
Earnings per common share — assuming dilution ...............

Year ended December 31,

2002

2001

2000

(Doliars in thousands, except per share data)

50,668 $ 40401 $ 38,747

- 344 -

- - 600

50,668 40,745 39,347
(4,337) (4,202) (150)
46331 $ 36,543 8 39,197
27,609,866 27,364,771 30,389,665
14,796 13,471 9,736
27,624,662 27,378,242 30,399,401
543,846 488,898 400,490
28,168,508 27,867,140 30,799,891
168 S 132§ 1.27

- 0.01 -

- - 0.02

1.68 $ 133 3 1.29

164 $ 130 8 1.25

- 0.01 -

- - 0.02

164 $ 131 3§ 1.27

Based upon the provisions of the underlying agreement and the application of the “two class” method to our capital
structure, we have not allocated any undistributed net income to the Class C preferred stock since the Class C
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preferred stockholder's participation in dividends with the common stockholders is limited to the amount of the
annual regular dividend.

Options to purchase 50,345 shares of common stock in 2002 at $19.16 to $24.25 per share were granted during
1997, 1998, 1999, 2000, and 2002 but were not included in the computation of 2002 diluted earnings per share
because the options' exercise price was greater than the average market price of common shares during 2002. The
options, which expire in 2007 through 2012, were still outstanding at December 31, 2002.

Options to purchase 133,475 shares of common stock in 2001 at $17.13 to $24.25 per share were granted during
1997, 1998, 1999, 2000 and 2001 but were not included in the computation of 2001 diluted earnings per share
because the options' exercise price was greater than the average market price of common shares during 2001. The
options, which expire in 2007 through 2011, were still outstanding at December 31, 2001.

Options to purchase 564,419 shares of common stock in 2000 at $15.00 to $24.25 per share were granted during
1997, 1998, 1999 and 2000 but were not included in the computation of 2000 diluted eamnings per share because the
options' exercise price was greater than the average market price of common shares during 2000. The options,
which expire in 2007 through 2010, were still outstanding at December 31, 2000.

12. Statutery Information

The financial statements of the Life Companies included herein differ from related statutory-basis financial
statements principally as follows: (a) the bond portfolio is classified as available-for-sale (carried at fair value)
rather than generally being carried at amortized cost; (b) acquisition costs of acquiring new business are deferred
and amortized over the life of the policies rather than charged to operations as incurred; (¢) future policy benefit
reserves for participating traditional life insurance products are based on net level premium methods and guaranteed
cash value assumptions which may differ from statutory reserves; (d) future policy benefit reserves on certain
interest sensitive products are based on full account values, rather than discounting methodologies utilizing statutory
interest rates; (e) net realized gains or losses attributed to changes in the level of market interest rates are recognized
as gains or losses in the statements of income when the sale is completed rather than deferred and amortized over the
remaining life of the fixed maturity security or mortgage loan; (f) the established formula-determined statutory
investment reserve, changes in which are charged directly to surplus, is not recorded as a liability; (g) certain
deferred income tax assets, agents' balances and certain other assets designated as "non-admitted assets" for
statutory purposes are reported as assets rather than being charged to surplus; (h) revenues for interest sensitive and
variable products consist of policy charges for the cost of insurance, policy administration charges, amortization of
policy initiation fees and surrender charges assessed rather than premiums received; (i) pension income or expense
is recognized for all employees in accordance with Statement No. 87, "Employers’ Accounting for Pensions" rather
than for vested employees only; (j) the financial statements of subsidiaries are consolidated with those of the
insurance subsidiary; and (k) assets and liabilities are restated to fair values when a change in ownership occurs that
is accounted for as a purchase, with provisions for goodwill and other intangible assets, rather than continuing to be
presented at historical cost.

Net income (loss) of the Life Companies, as determined in accordance with statutory accounting practices, was
$24.9 million in 2002, ($8.8) million in 2001 and $28.9 million in 2000. The net loss for 2001 is primarily
attributable to the payment of ceding commissions on the NTL and American Equity coinsurance transactions.
Statutory net gain from operations for the Life Companies, which excludes realized gains and losses, totaled $48.4
million in 2002, $5.7 million in 2001 and $49.8 million in 2000. Statutory capital and surplus, after appropriate
elimination of intercompany accounts, totaled $391.8 million at December 31, 2002 and $378.2 million at December
31, 2001.

The ability of Farm Bureau Life to pay dividends to the parent company is restricted because prior approval of the
Iowa insurance commissioner is required for payment of dividends to the stockholder which exceed an annual
limitation. During 2003, Farm Bureau Life could pay dividends to the parent company of approximately $39.2
million without prior approval of insurance regulatory authorities.

13. Segment Information

Management analyzes operations by reviewing financial information regarding products that are aggregated into
three product segments. The product segments are: (1) traditional annuity, (2) traditional and universal life
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insurance and (3) variable. We also have various support operations and corporate capital that are aggregated into a
corporate and other segment.

The traditional annuity segment consists of traditional annuities, equity-indexed annuities and supplementary
contracts (some of which involve life contingencies). Traditional and equity-indexed annuities provide for tax-
deferred savings and supplementary contracts provide for the systematic repayment of funds that accumulate
interest. Traditional annuities consist primarily of flexible premium deferred annuities, but also include single
premium deferred and immediate contracts. With traditional annuities, we bear the underlying investment risk and
credit interest to the contracts at rates we determine, subject to interest rate guarantees. With equity-indexed annuity

products, we bear the underlying investment risk and credit interest in an amount equal to the greater of a guaranteed
interest rate or a percentage of the gain in a specified market index. ’

The traditional and universal life insurance segment consists of whole life, term life and universal life policies.
These policies provide benefits upon the death of the insured and may also allow the customer to build cash value cn
a tax-deferred basis.

The variable segment consists of variable universal life insurance and variable annuity contracts. These products are
similar to universal life insurance and traditional annuity contracts, except the contract holder has the option to
direct the cash value of the contract to a wide range of investment sub-accounts, thereby passing the investment risk
to the contract holder.

The corporate and other segment consists of the following corporate items and products/services that do not meet the
quantitative threshold for separate segment reporting:

investments and related investment income not specifically allocated to our product segments;

interest expense and minority interest pertaining to distributions on trust preferred securities;

accident and health insurance products, primarily long-term disability income insurance;

advisory services for the management of investments and other companies;

marketing and distribution services for the sale of mutual funds and insurance products not issued by us; and
leasing services, primarily with affiliates.
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Financial information concerning our operating segments is as follows.

Year ended December 31,

2002 2001 2000
(Dollars in thousands)
Operating revenues:
Traditional annuity.........ccocceeviieiceecceceiees e, 3 176,847 $ 128,738 $ 91,661
Traditional and universal life..........ccccoooviiviiviciicece, 310,965 295,045 222,458
Variable. . .c.ooriieeeeiecere ettt st reeaeas 46,560 41,409 37,013
Corporate and Other..........cooceoiieriivc i 21,540 25,494 42,584
555,912 490,686 393,716
Realized losses on investments (A) ....cccooveviiieniiiecneieeee, (14,797) {16,096) (26,098)
Consolidated TEVENUES .........evviveveviieiei e $ 541,115 $ 474,590 $ 367,618
Net investment income:
Traditional annuity ..........ccocovireiininieiecene e $ 184,969 $ 126,784 $ 90,490
Traditional and universal life..........c.ccccooeviiiiviiin e, 146,589 141,611 106,867
Varable ....ooviiiie e 11,909 10,198 9,007
Corporate and other ..., 4,892 6,494 15,005
Consolidated.........ocovvviiiiniiirie e $§ 348359 $ 285,087 $ 221,369
Depreciation and amortization:
Traditional annuity.........cccocecvrinionnenieneneeien e $ (6,853) $ 1,804 $ 1,370
Traditional and universal life............ccocooeveininniciinin, (1,971) 4,675 3,896
Variable.......oc.ooiiiiiiiie et 472 973 1,125
Corporate and other ..ot 7,726 11,031 10,139
Consolidated........ccooveeeeieieeiie et 3 (626) $ 18,483 $ 16,530
Pre-tax operating income (loss) from continuing operations:
Traditional annuity.........cccoeerrniriiienenenierinnnee e eserenenes $ 29,432 $ 20,473 $ 15750
Traditional and universal life...........cc.oovevvveiveiiiic s 61,033 50,421 44,252
Variable.. ..ot (838) 5,547 1,235
Corporate and other...........cccoeveiienviniii e (2,212) (3,453) 21,888
87,415 72,988 83,125
Income taxes on Operating iNCOME ..........ccovrverrreercererencerenene (28,454) (23,568) (28,643)
Realized losses on investments, net (A) .....oocecreecrnvncnnnne, (8,293) (9,019) (15,735)
Consolidated income from continuing operations ............... $ 50,668 3 40,401 3 38,747
Assets:
Traditional a0NUILY ....ccooveiviieiireeieiieire e eenens $ 3,315,741 $ 2,374,426 $ 1,243475
Traditional and universal life .............ccooevvivenicienie, 2,310,128 2,227,505 1,606,420
Variable .......ooovecie it e e 681,264 633,417 564,051
Corporate and Other..........c.ociiiieiciiien i 355,871 342,764 334,417
6,663,004 5,578,112 3,748,363
Unrealized gains (losses) on investments, net (A).................... 145,573 60,303 (29,364)
Other classification adjustments............ccooceveeceirnenecrenrannnn (9,128) (9,226) (14,953)
Consolidated aSSets.........ccccverriernrrinnieciereisrerne e e ssesrenns $ 6,799,449 $ 5,629,189 $ 3,704,046

(A) Amounts are net of adjustments, as applicable, to amortization of unearned revenue reserves, deferred policy
acquisition costs, value of insurance in force acquired and income taxes attributable to gains and losses on

investments.

We analyze our segment results based on pre-tax operating income. Accordingly, income taxes are not allocated to the
segments, In addition, operating results are analyzed net of any transactions between the segments.

Depreciation and amortization are allocated to the product segments while the related property, equipment and
capitalized software are generally allocated to the corporate and other segment. Depreciation and amortization for
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the corporate and other segment include charges relating to leases with affiliates totaling $5.0 million for 2002 and
$4.6 million for 2001 and 2000. In the consolidated statements of income, we record these depreciation amounts net
of related lease income from affiliates.

Our investment in equity method investees and the related equity income are attributable to the corporate and other
segment. Interest expense and expenditures for long-lived assets were not significant during the periods presented
above.

Net statutory premiums collected, which include premiums collected from annuities and universal life-type products
that are not included in revenues for GAAP reporting, totaled $1,349.4 million in 2002. Total premiums collected in
2002 include $837.9 million assumed from American Equity, $20.8 million assumed from NTL and $471.7 million
written in our core Farm Bureau marketing territory. Excluding reinsurance assumed, our total life and annuity
collected premiums for 2002 are concentrated in the following core Farm Bureau distribution states — Iowa (28%),
Kansas (24%) and Oklahoma (8%). Premiums collected in these states include premiums on products from all of
our product segments.

14. Quarterly Financial Information (Unaudited)

Unaudited quarterly results of operations are as follows:

2002
Quarter ended March 31 June 30 September 30 December 31
(Dollars in thousands, except per share data)

Premiums and product charges.................. $ 48,327 $ 53,463 $ 49,316 $ 49,861
Net investment inCOME ..........cccevvvvenneerneens 79,537 82,977 88,818 97,027
Derivative income {108S)......ccccorvererincnee (782) (8,655) (1,133) 152
Realized gains (losses) on investments...... 2,246 (5,823) 1,683 (12,985)
Total revenues..........coueeveveererceereeeeresrennns 133,787 126,300 142,877 138,151
NEt INCOME.......coeiirireeeeerciiierrerreeerarireeenene 13,545 11,970 17,422 7,731
Net income applicable to common stock... 12,474 10,890 16,334 6,633
Earnings per common share....................... $ 045 $ 039 § 059 § 0.24
Earnings per common share — assuming

AHULION ...eve et e $ 0.45 b 0.39 $ 058 $ 0.24
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FBL FINANCIAL GROUP, INC.
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS (Continued)

2001
Quarter ended March 31 June 30 September 30 December 31
(Dollars in thousands, except per share data)

Premiums and product charges.................. $ 44,955 $ 49,646 $ 46,951 $ 46,982
Net investment iINCOME .........e.oveveeevveeennne, 66,700 71,116 71,262 76,009
Derivative income (1l0SS8)......c..oceververcenrnnen. (808) (58) (663) 1,629
Realized gains (losses) on investments...... (1,522) 253 (221) (14,388)
Total revenues.........ccccevveveeenvernienrinnecennen, 113,585 125,072 121,687 114,246
Income before cumulative effect of change

in accounting principle...........ocooeeeeienenen 9,554 12,264 11,216 7,367
Cumulative effect of change in accounting

for derivative instruments ..................... 344 - - -
NEtINCOME.....vveveveriieirereireeneeicrnrerceneeas 9,898 12,264 11,216 7,367
Net income applicable to common stock ... 8,859 11,218 10,162 6,304
Earnings per common share:
Income before accounting change............. $ 031 8 0.41 3 037 § 023
Cumulative effect of change in accounting

for derivative instruments ...............c...... 0.01 - - -

Earnings per common share................... 3 032 % 0.41 ) 037 3 0.23
Earnings per common share — assuming

dilution:
Income before accounting change.............. $ 0.31 $ 040 3 036 § 0.23
Cumulative effect of change in accounting

for derivative instruments............ccceenee. 0.01 - - -

Eamings per common share — assuming

JIULON. ..ceoveiecciererce e $ 032 3 040 8 036 8 0.23
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None
PART III

The information required by Part III, Items 10 through 13, is hereby incorporated by reference from our definitive
proxy statement to be filed with the Commission pursuant to Regulation 14A within 120 days after December 31,
2002.

ITEM 14. CONTROLS AND PROCEDURES

Within the 90-day period prior to the filing of this report, we carried out an evaluation, under the supervision and
with the participation of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design
and operation of our disclosure controls and procedures. Based on this evaluation, our Chief Executive Officer and
Chief Financial Officer concluded that our disclosure controls and procedures were effective. Disclosure controls
and procedures are designed to ensure that information required to be disclosed in reports filed or submitted under
the Securities and Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods
specified in the Securities and Exchange Commission’s rules and forms.

There have been no significant changes in our internal controls or in other factors that could significantly affect
these controls subsequent to the date of this examination.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.

(a) 1. Financial Statements. See Table of Contents on page 1 for a list of financial statements included in
this Report.

2. Financial Statement Schedules. The following financial statement schedules are included as part of
this Report immediately following the signature page:

Schedule I — Summary of Investments

Schedule II - Condensed Financial Information of Registrant (Parent Company)
Schedule III - Supplementary Insurance Information

Schedule IV — Reinsurance

All other schedules are omitted, either because they are not applicable, not required, or because the
information they contain is included elsewhere in the consolidated financial statements or notes.

3. Exhibits.
23 Consent of Independent Auditors

(b) Reports on Form §-K.

None.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, this 17th day of
February, 2003.
FBL Financial Group, Inc.
By: /s/ CRAIG A. LANG

Craig A. Lang
Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated,

Signature Title Date
/s/ WILLIAM J. ODDY Chief Executive Officer (Principal Executive February 17, 2003
William J. Oddy Officer) and Director
{s/ JAMES W. NOYCE Chief Financial Officer (Principal Financial and February 17, 2003
James W. Noyce Accounting Officer)
[s/ CRAIG A. LANG Chairman of the Board and Director February 17, 2003
Craig A. Lang
(s HOWARD D. POULSON First Vice Chair and Director February 17, 2003
Howard D. Poulson
/sl KAREN J. HENRY Second Vice Chair and Director February 17, 2003
Karen J. Henry
[s/ ERIC K. AASMUNDSTAD Director February 17, 2003
Eric K. Aasmundstad
/s/ STEVE 1L, BACCUS Director February 17, 2003
Steve L. Baccus
{s/ JERRY L. CHICOINE Director February 17, 2003
Jerry L. Chicoine
{s/ O. AL CHRISTOPHERSON Director February 17, 2003
O. Al Christopherson
/s/ JOHN W. CREER Director February 17, 2003
John W. Creer
{s/ KENNY J. EVANS Director February 17, 2003
Kenny J. Evans
{s/ ALANL. FOUTZ Director February 17, 2003
Alan L. Foutz
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Signature

Title

Date

{s/ CRAIG D. HILL
Craig D. Hill

/s/ LELAND J. HOGAN
Leland J. Hogan

/s/ RICHARD G. KJERSTAD

Richard G. Kjerstad

{s/ G. STEVEN KOUPLEN
G. Steven Kouplen

/s/ DAVID L. MCCLURE
David L. McClure

/s/ KEITH R. OLSEN
Keith R. Olsen

/s/ FRANK S. PRIESTLEY
Frank S. Priestley

/s/ JOHN E. WALKER
John E. Walker

/s MICHAEL S. WHITE
Michael S. White

{s/ JERRY C. DBOWNIN
Jerry C. Downin

Director

Director

Director

Director

Director

Director

Director

Director

Director

Senior Vice President, Secretary, Treasurer and

Director
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CERTIFICATIONS

I, William J. Oddy, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of FBL Financial Group, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annual report;

The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90
days prior to the filing date of this annual report (the "Evaluation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect
the registrant's ability to record, process, summarize and report financial data and have identified for the
registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal controls; and

The registrant's other certifying officers and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to
significant deficiencies and material weaknesses.

Date: February 17, 2003

/s/ William J. Oddy
William J. Oddy
Chief Executive Officer (Principal Executive Officer)
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I, James W. Noyce, certify that:

1. I have reviewed this annual report on Form 10-K of FBL Financial Group, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annual report;

The registrant's other certifying officers and [ are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we
have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90
days prior to the filing date of this annual report (the "Evaluation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect
the registrant's ability to record, process, summarize and report financial data and have identified for the
registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that invelves management or other employees who have a significant
role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to
significant deficiencies and material weaknesses.

Date: February 17, 2003

{s/ James W. Noyce

James W. Noyce

Chief Financial Officer (Principal Financial and
Accounting Officer)
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of FBL Financial Group, Inc. (the "Company") on Form 10-K for the year
ended December 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the "Report"),
I, William J. Oddy, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted
pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange
Actof 1934;

and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: February 17, 2003
By /s/ William J. Oddy

William J. Oddy
Chief Executive Officer (Principal Executive Officer)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of FBL Financial Group, Inc. (the "Company") on Form 10-K for the year
ended December 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the "Report™),
1, James W. Noyce, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted
pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange
Act of 1934;

and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: February 17, 2003

By /s/ James W. Noyce

James W. Noyce

Chief Financial Officer (Principal Financial and
Accounting Officer)
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REPORT OF INDEPENDENT AUDITORS ON SCHEDULES

The Board of Directors and Stockholders
FBL Financial Group, Inc.

We have audited the consolidated balance sheets of FBL Financial Group, Inc. as of December 31, 2002 and 2001,
and the related consolidated statements of income, changes in stockholders' equity and cash flows for each of the
three years in the period ended December 31, 2002, and have issued our report thereon dated February 5, 2003
(included elsewhere in this Form 10-K). Our audits also included the financial statement schedules listed in Item
15(a) of this Form 10-K. These schedules are the responsibility of the Company's management. Our responsibility
is to express an opinion based on our audits.

In our opinion, the financial statement schedules referred to above, when considered in relation to the basic financial
statemnents taken as a whole, present fairly in all material respects the information set forth therein. As discussed in
Note 1 to the consolidated financial statements, in 2002 the Company changed its method of accounting for
goodwill and in 2001 the Company changed its method of accounting for derivative instruments.

/s/ Emst & Young LLP

Des Moines, Iowa
February 5, 2003
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Schedule I - Summary of Investments - Other
Than Investments in Related Parties

FBL FINANCIAL GROUP, INC.
December 31, 2002
Column A Column B Column C Column D
Amount at which
shown in the balance
Type of Investment Cost (1) Value sheet
(Dollars in thousands)
Fixed maturity securities, available for sale:
Bonds:
United States Government and agencies...... $ 211,434 $ 215,525 $ 215,525
State, municipal and other governments ...... 92,440 96,700 96,700
Public Utilities.......cococvevveecrercerc v e, 131,246 133,859 133,859
COoTporate SECUTItI€S.......ccoevuirmvnrerrenernrenennnns 1,573,458 1,660,115 1,660,115
Mortgage and asset-backed securities .......... 2,324,155 2,428,654 2,428,654
Convertible bonds ..........ocoeeevveevivcveenrivnn, 27,123 25,259 25,259
Redeemable preferred stocks.......ocovecciecnne 57,651 61,159 61,159
TOtal.coeeicecrecee et 4,417,507 $ 4,621,271 4,621,271
Equity securities, available for sale:
Common stocks:
Banks, trusts, and insurance companies ....... 6,326 6,189 6,189
Industrial, miscellaneous, and all other......... 15,179 14,740 14,740
Nonredeemable preferred stocks......c.cccceveeee 691 616 616
Total....cc.ooovieeeieiceiee e, 22,196 3 21,545 21,545
Mortgage loans on real estate ..........ccccevvrnnnnns 483,682 483,627 (2)
Investment real estate:
Acquired for debt .......cooviiiiinieiniininnn 2,948 2,131 (2)
INVEStMENL.....oooiiieiie et e 22,900 22,900
Policy loans ........ccocecivecniccni e 178,997 178,997
Other long-term investments ...........c.cococevvrevnene, 6,167 6,032 (3)
Short-term INVestments........cccocvverevriecrrnenene 50,866 50,866

$ 5,185,263

$ 5,387,369

(1)  On the basis of cost adjusted for repayments and amortization of premiums and accrual of discounts for fixed
maturities, other long-term investments and short-term investments; original cost for equity securities; unpaid
principal balance for mortgage loans on real estate and policy loans, and original cost less accumulated

depreciation for investment real estate.

(2) Amount not equal to cost (Column B) because of allowance for possible losses deducted from cost to

determine reported amount.

(3)  Amount not equal to cost (Column B) because other long-term investments include securities held by broker-

dealer subsidiaries that carry securities at market value. Also, an allowance for possible losses is deducted

from cost to determine reported amount.
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Schedule II - Condensed Financial Information of Registrant
FBL FINANCIAL GROUP, INC. (PARENT COMPANY)

Condensed Balance Sheets
(Dollars in thousands)

Assets
Cash and cash equivalents
Amounts receivable from affiliates
Amounts receivable from subsidiaries (eliminated in consolidation)
Current income taxes recoverable
Deferred income taxes
Other assets
Short-term investments
Investments in subsidiaries (eliminated in consolidation)
Total assets

Liabilities and stockholders’ equity
Liabilities:
Accrued expenses and other liabilities
Amounts payable to affiliates
Amounts payable to subsidiaries (eliminated in consolidation)
Long-term debt (eliminated in consolidation)
Total liabilities

Series C redeemable preferred StoCK .........covvvecviieineciiniercneeeee e

Stockholders’ equity:

Preferred StOCK ......ovviveriiereerc e e s
Class A cOMIMON SEOCK......cceiiiiieriiriiteierircireese et er s e
Class B cOmMMON SIOCK ......c.coicreririiieseerieiieriereereesestsesres s eesressseesenessenne
Accumulated other comprehensive INCOME ..........ccvvnieveiiniiinoneeneinnns
Retained €arnings.......cccvevvviniiiiinciiniiii s
Total stockholders’ eqUILY ....ccccvveiiiiric e e e

Total liabilities and stockholders’ equity ............cccccveveierernrireneenes

December 31,

2002

25,161
2,484
2,648
1,918

798
4,140
3,174

814,463

9,597
1,722
931
1,690
504
3,701
6,736
731,153

854,786

756,034

5,406 5,089
780 880
1,723 1,581
100,000 100,000
107,909 107,550
85,514 82,691
3,000 3,000
43,993 39,446
7,533 7,563
95,145 39,364
511,692 476,420
661,363 565,793
854,786 3 756,034

See accompanying notes to condensed financial statements.
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Schedule IT -Condensed Financial Information of Registrant (Continued)
FBL FINANCIAL GROUP, INC. (PARENT COMPANY)
Condensed Statements of Income
(Dollars in thousands)

Revenues:
Net investment iNCOME .......ccooviiiinieririiiniire e
Realized gains on investments...........cccoeeiiiiiiiiinns
Dividends from subsidiaries (eliminated in consolidation) ..
Management fee income from non-affiliates......................
Management fee income from affiliates...............ccovrenenenn.
Management fee income from subsidiaries (eliminated in
consolidation) ..........cccvviivien e
Total TEVEMUES .....eocerriiiiii ettt
Expenses:
Interest expense (eliminated in consolidation) ....................
General and administrative €Xpenses. ........c.cooeeveverrereeneerienns
Total eXPEnSes......cccooivnmiiiiiiin

Income tax Credits .....cooiiiiiiineiiniiie st
Income before equity in undistributed income of subsidiaries

and discontinued Operations ...........ccoveevinrrencecereriereneniens
Equity in undistributed income of subsidiaries (eliminated in

cONSOHAALION) ...c..ovivieiiriere et sb e s s e e avens
Income from continuing OPerations...........ccocveereeccroreriirrererenas
Discontinued operations:

Gain on disposal of property-casualty subsidiary, net of

related INCOME tAXES......c.ooveeiiieireiiere e

NEt IMCOME....eeiiriiieietereennit ettt eb et eb e ss e

See accompanying notes to condensed financial statements.
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Year ended December 31,

2002 2001 2000

260 589 3,738

_ _ 245
22,650 15,150 32,150
242 159 -
3,161 1,866 1,134
3,782 1,985 834
30,095 19,749 38,101
5,000 5,000 5,000
2,454 2,949 2,018
7,454 7,949 7,018
22,641 11,800 31,083
(289) (1,600) (651)
22,930 13,400 31,734
27,738 27,345 7,013
50,668 40,745 38,747
_ _ 600
50,668 40,745 39,347




Schedule II - Condensed Financial Information of Registrant (Continued)
FBL FINANCIAL GROUP, INC. (PARENT COMPANY)
Condensed Statements of Cash Flows
(Dollars in thousands)

Year ended December 31,
2002 2001

Net cash provided by (used in) operating activities (2,074) $ (11,745) §

Investing activities
Sale, maturity or repayment of investments:
Short-term investments — net 2,952 36,900
Fixed maturities — available for sale - net 12,214 13,797
Investment in subsidiaries (eliminated in consolidation) (2,370) -
Net proceeds from sale of subsidiary - discontinued
operations - 2,000 2,000
Dividends from subsidiaries (eliminated in consolidation) 22,650 15,150 32,150
Net cash received in acquisition - 2,863 -
- (683) -
26,212 32,126 84,847

Financing activities

Purchase of cOmMmMON StOCK .....cocvveririivinreivieriecieeie e eres e sees - (94) (85,782)
Issuance of cOMMON S1OCK......c.oovvvvvvriviviviiiierieecers et 3,999 1,527 1,569
Dividends paid.......ccccccoiviieiire s {12,573) (12,470) (10,985)
Net cash used in financing activities........ccccocevivervreesecennninnn, (8,574) (11,037) (95,198)
Increase in cash and cash equivalents.........cccooevevrervierennnnnen, 15,564 9,344 6
Cash and cash equivalents at beginning of year..............ccc....... 9,597 253 247
Cash and cash equivalents at end of year..........cccooevvverinenenn, $ 25,161 $ 9,597 $ 253
Supplemental disclosure of cash flow information

Cash received during the year for income taxes .........c..coe.v..... S 494 $ 71 $ 2,553

See accompanying notes to condensed financial statements.
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Schedule II - Condensed Financial Information of Registrant (Continued)
FBL FINANCIAL GROUP, INC. (PARENT COMPANY)
Notes to Condensed Financial Statements

December 31, 2002

1. Basis of Presentation

The accompanying condensed financial statements should be read in conjunction with the consolidated financial
statements and notes thereto of FBL Financial Group, Inc.

In the parent company only financial statements, our investments in subsidiaries are stated at cost plus equity in
undistributed earnings of subsidiaries since the date of acquisition and net unrealized gains/losses on the
subsidiaries' investments classified as "available-for-sale" in accordance with SFAS No. 115, "Accounting for
Certain Investments in Debt and Equity Securities.”

2. Dividends from Subsidiary

The parent company received cash dividends totaling $22.7 million in 2002, $15.2 million in 2001 and $32.2 million
in 2000.

3. Acquisition

On January 1, 2001, we acquired the assets and liabilities of Kansas Farm Bureau Life Insurance Company, Inc. All
the assets and liabilities acquired, with the exception of $0.5 million in cash, was immediately contributed to Farm
Bureau Life Insurance Company. This transaction was financed with the issuance of Series C preferred stock. A
condensed statement of the assets and liabilities acquired as of January 1, 2001, is as follows (dollars in thousands):

Assets Liabilities and purchase price
Investments.........coccoeeeeeeiecicieeciee e, $ 620,856 Policy liabilities and accruals ................. $ 526,391
Cash .o 2,863  Other policyholder funds .........ccooenenne. 76,738
Value of insurance in force acquired.... 51,865  Other liabilities ........ccceccoveiivncnicennenens 11,621
GoodWill.......cvviiienece s 3,539 Total liabilities ......c.ooevvverierrrnrernne 614,750
Other assets.......c.coereverrrenerereererrennen 16,315  Purchase price.........ccoceevniniicciinnnnes 80,688
Total ..o $ 695,438 Total..coicicrceccece e $ 695,438

—_—

The acquisition and subsequent capital contribution of the noncash assets and liabilities noted above have been
excluded from the 2001 condensed statement of cash flows.
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Schedule III - Suppiementary Insurance Information

Column A

December 31, 2002:
Traditional annuity........c.....c....

Traditional and universal life

INSUTANCE....veeeeernnerererearnenes
Variable........coccovvireeviniceeennen,
Corporate and other................

Impact of unrealized gains/

JOSSES.ccvvvirireririiiiiriirieeeeenens

December 31, 2001:
Traditional annuity.............c.....

Traditional and universal life

INSUTANCE....ccceriireeieeeeeeeenen.
Variable......ooooveveeiiiiiiceienn,
Corporate and other.................

Impact of unrealized gains/

December 31, 2000: -
Traditional annuity......c....ceoee...

Traditional and universal life

INSUTANCE.....ecrviverrirviennennes
Variable......c.ccoovnrnvincrinnnene,
Corporate and other.................

Impact of unrealized gains/

10SSES...coocieri et viernenn,

FBL FINANCIAL GROUP, INC.
Column B Column C Column D Column E
Future policy
Deferred policy benefits, losses, Other
acquisition claims and loss Unearned policyholder
costs expenses revenues funds
(Dellars in thousands)

§ 215742 § 2,790,851 § - 321,046
176,761 1,799,060 12,998 141,067
120,784 173,509 18,310 -

- 62,283 - -
(44,494) - (804) -

$ 468793 $ 45825703 $ 30,504 462,113

3 92912 § 1,816,632 $§ - 261,554
159,726 1,750,424 13,163 128,483
113,079 131,315 17,964 -

- 66,656 - -
(5,561) - (257) -

$ 360,156 § 3,765,027 § 30,870 390,037

$ 24,745 § 962,566 § - 170,404
125,822 1,264,907 12,919 95,124

98,201 105,795 16,291 -

- 49,440 - -

2,203 - 172 -

$ 250,971 $ 2,382,708 § 29,382 265,528
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Schedule III - Supplementary Insurance Information (Continued)

FBL FINANCIAL GROUP, INC.
Column A Column F Column G Column H Column 1 Column J
Amortization
Benefits, of deferred
claims, losses policy Other
Premium Net investment and settlement acquisition operating
revenue income (1) expenses costs expenses (2)
(Dollars in thousands)
December 31, 2002:
Traditional annuity.........c.c........ 1,700 $ 184,969 $ 125173 $ 10,047 $ 12,195
Traditional and universal life
INSUTANCE.......ueeeeniereeenireranans 164,858 146,589 173,467 5,639 41,388
Variable......c..cocooecevirveivcieannnnn 33,834 11,909 17,582 7,847 20,911
Corporate and other................... 493 4,892 346 - 6,459
Impact of realized gains/losses.. 82 - - (867) (1,170)
Total...ooooiiiieiieee e, 230,967 $ 348,359 $ 316,568 3 22,666 $ 79,783
December 31, 2001:
Traditional annuity..........c........ 1,001 $ 126,784 $ 94,756 $ 2,456 $ 11,053
Traditional and universal life
INSUTANCE......cveerereereeeianeenn, 154,325 141,611 164,011 12,109 39,044
Variable.....ocooveeviieriieenenenn, 30,382 10,198 12,630 3,103 19,130
Corporate and other................... 3,044 6,494 2,047 73 7,728
Impact of realized gains/losses.. (218) - — (2,297) 76
Total....coovoviieeeieeee e, 188,534 $ 285,087 $ 273,444 $ 15,444 3 77,031
December 31, 2000:
Traditional annuity.................... 1,171 $ 90,490 § 65,754 $ 2,696 $ 7,461
Traditional and universal life
INSUTANCE.......uveeeeirerereineeanns 115,481 106,867 120,343 6,140 26,784
Variable.......cccooeiiieeveniorieennnn, 27,096 9,007 11,137 2,936 20,755
Corporate and other................... 9,654 15,005 9,666 684 7,364
Impact of realized gains/losses.. (138) — - (1,635) (255)
Total...ooeiicciee e, 153,264 $ 221,369 $ 206,900 $ 10,821 3 62,109

1
()

segment.

Net investment income is allocated to the segments based upon the investments held by the respective

Expenses have been allocated using one of two methodologies, depending on the nature of the expense.

Direct expenses, such as those incurred by our underwriting and policy administration departments, and
other expenses for which there is a reliable basis for allocation, are allocated based upon time studies and
cost analysis performed by the respective departments. The remaining indirect expenses are allocated in
proportion to the equity of each segment.
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Schedule IV - Reinsurance
FBL FINANCIAL GROUP, INC.

Column A Column B Column C Column D Column E Column F
Assumed from Percent of
Ceded to other other ameount
Gross amount companies companies Net amount assumed to met

(Dollars in thousands)

Year ended December 31, 2002:
Life insurance in force, at end of
$ 30,496,231 $ 5,363,935 $ 1,999,178 $ 27,131,474

Insurance premiums and other
considerations:
Interest sensitive product charges. § 67,847 1,671 12,299 78,475
Traditional life insurance
premiums 127,892 9,363 3,470 121,999

Accident and heaith premiums 16,249 15,756 - 493
211,988 26,790 15,769 $ 200,967

Year ended December 31, 2001:
Life insurance in force, at end of
YEAT....circiercenereeterieenconesissnnnssnans $ 28,444,285 $ 4,772,504 $ 3,784,244 $ 27,456,025 13.8 %
Insurance premiums and other
considerations:

Interest sensitive product charges. $ 65,221 3 1,911 $ 7,182 $ 70,492 10.2 %
Traditional life insurance
PrEMIUMS..c.ccoviiriiniiiinreenneanns 118,089 7,202 4,111 114,998 3.6
Accident and heaith premiums...... 16,034 12,990 - 3,044 -
3 199,344 $ 22,103 $ 11,293 $ 188,534 6.0 %

Year ended December 31, 2000:
Life insurance in force, at end of

YEAT..vvevirerireeereeerr et sisbarenenns $ 22,601,417 $ 2,058,979 $ 2,432 $ 20,544,870 - %
Insurance premiums and other

considerations:
Interest sensitive product charges. $ 61,727 $ 2,049 $ 102 3 59,780 02 %
Traditional life insurance

PremiUmS. .....coceiverermreernnrannrennes 86,684 2,854 - 83,830 -
Accident and health premiums...... 14,220 4,566 — 9,654 -

3 162,631 $ 9,469 $ 102 $ 153,264 0.1 %
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SHAREHOLDER INFORMATION

Financial and Investor Inguiries

Anyane interested in fearning more about
FBL Financial Group can ask questions
and/or request news releases, annual
reports, financial supplements, and Forms
10-K and 10-Q at no charge by contacting:
Kathleen Till Stange

Director of [nvestor Relations

FBL Financial Group, Inc.

5400 University Avenue

West Des Moines, lowa 50266

(515) 226-6780

fax: (515) 226-6966
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Web Site
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direct stack purchase plan information
and more.

FBL Share Direct
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through EquiTrust Marketing Services, LLC
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